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Education for Adults... 


HALF-CENTURY ago education 

for business was practically un- 
known; such few tuition facilities as 
existed were limited to unorganized 
night ‘coaching’ in elementary sub- 
jects. Accountancy, Costing and 
other specialist studies, were but 
vaguely talked about. As tools of 
industry, facilities for obtaining 
qualifying degrees in business sub- 
jects were just being organized. 


The formal avenues for education— 


the schools and _ universities—knew 
little and were concerned less for 
these developments. Business and its 
especial future needs were becoming 
so important that the Hemingway 
Robertson Institute, sensing these 
requirements, began its work. By 
experiment and practice this work 
developed so that today there is 
nation-wide acceptance of training for 
Management, Accounting and Mer- 
chanting. 


Special Teaching Technique ... 


Experience quickly taught us that 
the particular needs of the adult 
requiring business education called 
for a specially adapted educational 
technique. Texts were prepared and 
printed to suit study requirements in 
the home, and to eliminate the 
clumsy, time wasting and costly use 
of text-books. On this foundation was 
built a very personal and individual 
nation-wide tutorial service, devoted 
to helping students to quickly and 


conveniently prepare for a career in 
business, and obtain appropriate 
professional qualifications. 

Today, by far the majority of senior 
executives in Australasia trained with 
H.R.I. Proof of H.R.I. tuition 
methods is best indicated by the fact 
that year after year H.R.I. students 
win more honours at commercial 
examinations than the students of all 
other tutors, universities, and other 
institutions in Australasia combined! 
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AUSTRALIAN CONGRESS ON ACCOUNTING 


Probably the most important contribu- 
tion that the professional accountant 
makes to the financial health of the com- 
munity is the expression of his soundly 
based opinion on the truth and fairness of 
the accounts he has examined. 

The tremendous growth and complexity 
of modern industry has cast upon the 
auditor new duties and responsibilities, 
and accounting and auditing practice has 
had to be re-shaped, in advance of the 
law, to cope with the new and urgent prob- 
lems that have arisen. 

These advances in practice have fol- 
lowed the modern trend of professional 
accountancy in giving shareholders more 
information about the enterprise which 
they own. 

New accounting techniques have de- 
veloped rapidly and auditing techniques 
have had to keep pace so as to relieve the 
professional auditor of much of the detail 
work and enable him to concentrate on 
more important matters. 

Misconceptions have grown up, too, 
concerning the nature and purpose of 
professional auditing and the duties and 
responsibilities which it entails. The time 
has come to remove these misconceptions. 
If the profession is to retain the public’s 
confidence and take a constructive and 
important place in the economic life of 
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the community, auditors will have to face 
squarely those responsibilities which they 
must assume, and resist strenuously those 
which are outside their province. Fur- 
thermore, unassailable standards of con- 
duct and competence need to be firmly 
established. If these things are not done, 
practitioners might well find imposed on 
them some form of irksome governmental 
authority, now that governments partici- 
pate so much in former fields of private 
enterprise. 

As I see it, auditors in Australia have 
developed varying standards of practice 
among themselves as individuals, but few 
standards accepted by the profession as a 
whole. This is all the more remarkable 
since auditors elected by shareholders 
under the Companies Acts assume the 
same responsibilities in expressing their 
opinion on accounts, whatever their indi- 
vidual standards might be. 

On the other hand, it is scarcely to be 
expected that standards of practice should 
have developed uniformly throughout the 
profession since our country is young and 
rather isolated, and America where 
modern accounting development has out- 
stripped our own. We cannot help this 
lag, and, although our problems are 


neither so numerous nor varied, there is 
still plenty of scope for putting our own 
house in order. 
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DEVELOPMENTS IN BRITAIN, AMERICA AND AUSTRALIA 


1. Britain and America 


In my printed paper I have outlined the 
historical development of auditing prac- 
tice in Britain and America in order that 
we may more clearly see our own. I there- 
fore wish merely to emphasize here that 
though standards of practice in both 
countries have developed along rather dif- 
ferent lines and not always from the same 
impulses, they have had the same aims., 
The trend has been towards greater ob- 
jectivity. It will be seen that in this de- 
velopment the professional auditor in 
Britain has a wider discretion than in 
America. In Australia his discretion is 
even wider still. 


Probably of greatest importance in 
Britain was the profession’s realization of 
the need to give an authoritative lead as 
to the best practice in applying certain 
accounting principles in appropriate 
eases, for the purpose of presenting to 
shareholders clear and informative ac- 
counts. Then followed the series of 
Recommendations on Accoynting Prin- 
ciples issued by the Institute of Chartered 
Accountants in England and Wales, which 
were widely accepted by the profession 
and lfsiness community. The Cohen 
Committee on company law amendment 
subsequently recognized the trend so 
much influenced by these Recommenda- 
tions. Finally, the Companies Act, 1948, 
embodying substantially the reeommenda- 
tions of that Committee and giving audi- 
tors more independence and power, was 
placed on the Statute Book. 


In America, general guides on account- 
ing and auditing practice, based on sound 
principles and the best professional 
opinion were given over the years by the 
American Institute of Accountants, and 
much useful work in developing a code 
of procedure was accomplished by enlist- 
ing the help of the New York Stock Ex- 
change. In 1939 the American profession 
adopted the Institute’s statement on Ex- 
tensions of Auditing Procedure, which re- 
quired, where practicable, that-the auditor 
should carry out inventory tests, includ- 
ing observation of the physical stock- 


taking, and confirm receivables by direct 
communication with debtors. Later, the 
Securities and Exchange Commission re- 
quested that all audits for companies re- 
quired to file accounts should be made in 
accordance with generally accepted audit- 
ing standards. The Institute thereupon 
developed a broad outline of quality 
standards with which the auditor should 
be equipped, and _ distinguished such 
standards from procedures, which were 
deliberately not defined. It was thought— 
and rightly so, I believe—that if a fixed 
code of procedure was laid down, such 
code, being inelastic, would encourage in- 
competence and inefficiency. Actual pro- 
cedures must be left to the judgment of 
the auditor. ' 


These developments show that the pro- 
fession in both countries has moved with 
the times, and professional auditing, be- 
cause of a change of emphasis, has become 
more productive. An auditor now con- 
centrates on the skilled side of his work, 
approaching it constructively, not merely 
critically and analytically. Audits of 
principle, requiring the use of intelligence 
and skill, have largely supplanted stereo- 
typed audits of detail and a slavish 
adherence to routine. 


2. Australia 


Has Australian practice moved with the 
times? I do not think it has developed so 
objectively as has been the case overseas. 
Some of the English Institute’s Recom- 
mendations on Accounting Principles, 
slightly amended to accord with local con- 
ditions, have been re-issued. The question 
is, however: are auditors advising clients 
what the recommended practice is and 
persuading them to adopt it? 


Professional auditors have a very wide 
discretion under our elastic system, 
especially as the law lays down only a 
broad minimum standard, and there is 
not enough evidence that practitioners 
generally have led clients in the direction 
of improvements that are desirable, not 
only in their clients’ own interest but also 
in the interest of the community as a 
whole. 
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DUTIES AND RESPONSIBILITIES 


It is necessary to understand clearly an 
auditor’s duties and responsibilities under 
Australian company law before the mod- 
ern approach to auditing practice can be 
fully appreciated. 


1. Duties 


An auditor is required to make a report 
in the statutory form on the accounts 
examined. The Companies Acts do not 
contemplate any ‘limitation of his duty. 
He must carry out such work as is neces- 
sary in his opinion to make such a report. 
and he has no defence if he curtails the 
scope of his audit when he honestly be- 
lieves it should have been extended. 


Such Acts as require the auditor to re- 
port whether the register of members and 
other records have been properly kept do 
not cast upon him the duty of making 
share transfer audits. Transfer audits 
are essentially a requirement of the Asso- 
ciated Stock Exchanges of Australia and 
listing will not be granted unless com- 
panies undertake to provide for them. 

The preparation of a balance sheet and 
profit and loss account is within the direc- 
tors’ discretion and is based largely on 
conventions, estimates and opinions. They 
are not statements of absolute fact. 
Legitimate differences in estimate and 
opinion may exist between the directors 
and auditor, but unless their judgment is 
manifestly unsound, the auditor may ac- 
cept it. Accounts, also, are historical in 
character. The balance sheet does not, as 
many think, purport to show net. worth, 
neither does the profiteand loss account 
indicate future earning capacity. 

It is clear, therefore, that statutory 
auditors do not certify as to a state of 
fact, on the contrary, they merely express 
their opinion whether the accounts exhibit 
a true and correct view. It is to be hoped 
that if the law is amended in this country 
“fair” will be substituted for “correct,” 
since “correct” implies that the accounts 
give the only view which is correct 
against all others which must be incorrect. 
Such an implication is untenable, because 
accounts cannot be correct in an absolute 
sense, but only by reference to some 
clearly indicated standard. 


Auditors should also be cautious how 
they use the word “verify,” because it 
might imply the assumption of a wider 
responsibility than they intend. Actually, 
statutory auditors verify very little and 
certify nothing. : 


2. Responsibilities 

An auditor must be careful what re- 
sponsibilities he assumes, since an audit is 
not a complete safeguard. 

The profession’s task is to educate the 
public as to the importance of published 
accounts, by emphasizing their value as 
well as their unavoidable limitations. It 
should also drive home the meaning of the 
auditor’s report, because many of those 
who do read it think that it guarantees 
the financial statements. 

Primarily, an auditor’s responsibility is 
to see that the report he makes is not only 
true, but it and the accounts on which he 
is reporting set out the position in such a 
way as not to mislead, A statement may 
be true but misleading, and it is his duty 
to see that no relevant facts are concealed 
which might materially affect the con- 
clusions to be drawn from the figures. It 
is bad practice if an auditor tries to 
circumvent this duty by relying on fine 
distinetions of words, and surely, in the 
long run, will redound to the detriment of 
the profession. 

The Acts require the auditor to report 
on the balance sheet, but in Victoria and 
Western Australia, he must also report on 
the profit and loss account. Since the 
latter account is as. important as the bal- 
ance sheet, the auditor should satisfy him- 
self that it gives a true and fair view of 
the results of the business, for he cannot 
honestly report on the balance sheet with- 
out being satisfied as to the truth and 
fairness of the profit and loss account. 

Wherever possible, an auditor should 
avoid qualifying his report. Many quali- 
fications could be avoided if the accounts 
themselves were more explanatory; for 
example, an unjustified reservation about 
stock-in-trade. 

An auditor cannot compel his client to 
be conservative. Provided sufficient dis- 
closure is made and the method of treat- 
ment is not improper, though not con- 





44 The Australian Accountant 


Contemporary Auditing Practice—continued 
servative, it is not necessary to qualify his 
report. He is concerned as much with an 


THE AUDIT AND 


Before considering the modern ap- 
proach I wish, first of all, to draw attention 
to certain misconceptions about. profes- 
sional audits. 

Primarily, an audit is not a guarantee 
that everything is right. It is a safeguard, 
but not a complete safeguard. The ‘gen- 
eral plan of audit should be developed so 
that reasonable protection may be secured 
to clients at reasonable cost. , 

The main purpose of a statutory audit 
is not to find defaleations and other 
shortages, yet how often is the auditor’s 
approach on the basis that something is 
wrong with the books or the employees 
are potential thieves? 

Protection of the assets and funds is the 
director’s responsibility. If a defalcation 
or stock shortage is undetected the audi- 
tor is blameworthy only so far as his 
judgment is at fault in determining the 
scope of his examination. If he is negli- 
gent, then he must, of course, be prepared 
to bear the consequences. 

The efficiency of the audit and the value 
of the auditor’s opinion is determined by 
his standards of practice. It is no use lay- 
ing down counsels of perfection or advo- 
cating wide extensions of the audit pro- 
gramme. The test is whether he is skilled, 
competent and independent in carrying 
out his work. 

General principles underlying the plan- 
ning of sound auditing procedures have 
not changed notably either in Britain or 
America. What is sound procedure calls 
for the exercise of judgment with respect 
to certain relationships, such as_ the 
materiality of the item in relation to the 
whole, the relative risk of error, and the 
relationship of cost to the protetcion or 
benefit which is expected to result. 

This brings me to the point of indiecat- 
ing the modern constructive approach and 
of demonstrating the change in emphasis 
in the nature of auditing. The subject 
falls under three heads: 


1. Examination of Internal System 
The scope and character of the auditor’s 
examination depend almost entirely on his 
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under-statement in the accounts, if it dis- 
torts the financial position, as he is with 
an over-statement. 


ITS APPROACH 


evaluation of the effectiveness of internal 
control and accounting methods em- 
ploved. A careful examination of the 
system is an essential duty which he can- 
not escape, and amendments for strength- 
ening the system should be _ brought 
promptly to his client’s notice. 

Some form of internal control is indis- 
pensable to every concern for safeguard- 
ing its revenue and expenditure, and some 
control is always present where more than 
one employee is involved in the operation. 

The auditor should find out the nature 
of the internal checks and see, by per- 
sonal tests, to what extent they are fune- 
tioning and whether there are any defects 
in the system which are likely to aid in 
the falsification of any item in the aec- 
counts or cause any omission therefrom. 

Internal control consists mainly of the 
daily cross-check on current transactions 
by a company’s accounting staff in such 
a manner as to ensure accuracy and re- 
duce the possibility of fraud. If frauds 
have been committed they should be un- 
covered quickly and the internal control, 
and not the audit, is primarily responsible. 

Effectiveness in any internal system is 
achieved mainly through a division of 
duties to ensure that no employee handles 
a transaction from beginning to end. 

How far the auditor can rely on the 
internal system to support the correctness 
of the bookkeeping and to what extent, 
based upon such conclusion he should test 
or check the underlying records is deter- 
mined by the result of the review he 
makes. It must be emphasized, however, 
that the internal organization of small 
companies does not provide the same op- 
portunities for the establishment of an 
effective internal checking system as does 
that of large companies. 

It is therefore unnecessary for him to 
duplicate the work of the internal check- 
ing system if he is satisfied it is function- 
ing properly. It follows usually that the 
more extensive and efficient a company’s 
internal system the less extensively need 
the detail transactions be checked. 
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Contemporary Auditing Practice—continued 


2. Internal Audit 

Large companies overseas and here are 
finding it necessary to superimpose an 
internal audit on the internal control. 
Internal audit functions are vitally re- 
lated to the duties of the professional 
auditor, as they are an important means 
by which the grasp of management is 
extended and the professional auditor re- 
lieved of much detail work. If the inter- 
nal audit had not emerged, the profes- 
sional audit of large-scale_ enterprises 
would not have been practicable. 

The internal audit may assume fune- 
tions of the internal control, but it does 
not supplant it. Its most important funce- 
tion is to uncover losses caused by in- 
efficiency, which is certainly not a func- 
tion of the professional audit. 

Whilst the internal auditor is respon- 
sible to management he, and his staff, are 
independent of the departments which do 
the recording. As part of his periodical 
review of the internal system the’ profes- 
sional auditor should see that the internal 
audit programme is adequate and satisfy 
himself by inquiry and tests that it has 
been independently and efficiently carried 
out. 

The internal audit not take the 
place of the professional audit, but prac- 
titioners should see that it never degener- 
ates into a system of organized ticking. 
The higher its standard and the more it 
can be relied on, the more productive will 
the professional auditor’s work conse- 
quently become. 


does 


3. Testing and Sampling 

It is clear, therefore, that we should 
face the fact that it is neither necessary 
nor practicable for professional auditors 
to examine all the transactions, for the 
reason that the gain is not commensurate 
with the cost, and in attempting to do so, 
they are apt to create a false sense of 
security in view of the inherent limita- 
tions of all financial audits. 

What they have to do is to see that the 
checks and tests they do make are suf- 
ficiently extensive to justify the forming 
of proper conclusions and beliefs without 
probing deeper, and are sufficient to in- 
dicate the reliability of the accounts as a 
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whole. The extent of the checks and tests 
are therefore governed by their evalua- 
tion of the system of internal control. 

In America it has long been recognized 
by banks, stock exchanges and others that 
auditors do not check all the detail trans- 
actions, as it would be almost a physical 
impossibility to do so. 

Elimination of. detail checking has not 
been on the same scale in Britain, but it is 
now well-established practice to limit the 
checking of detail to tests, provided the 
systems of internal control and check are 
satisfactory. 

It has been found necessary to “stream- 
line” audit programmes in both countries, 
and the practice of testing the transac- 
tions is now so firmly established that the 
green-ticker, slavishly carrying out fixed 
routine procedures, is in eclipse. 

The extent of the tests and detail 
checks cannot be laid down by fixed rules. 
Each audit must be considered on its 
merits and the choice of the period for 
testing left to the professional judgment 
of the auditor making the examination. 
In my paper I have given some idea of 
the extent of testing as applied by the 
American profession. It must be empha- 
sized, however, that when a test is re- 
duced, say, to one month out of twelve, it 
does not mean that the test is one-twelfth 
of what would have been done in covering 
the whole twelve months; it means that 
the one month’s transactions is covered in 
far greater detail and from various stand- 
points. For example, transactions during 
the month may be reviewed functionally 
and receipt of the raw materials may be 
traced right through from the goods in- 
wards book to the creditor’s payment. 

Many small Australian companies have 
little, if any, effective system of internal 
control and where this is so, it is necessary 
to guard against the audit creating an 
unwarranted sense of security. The out- 
of-date of “ticking everything” 
tends to convey this impression, and the 
inherent limitations of the professional 
audit may be lost sight of. In these cases 
the functions of internal control, as dis- 
tinct from audit, should therefore be made 
clear to management, however small the 
concern, so that both may work together 
for the client’s protection. 


system 
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EXTENSIONS OF AUDITING PROCEDURE 


Professional auditing in this country is 
predominantly influenced by British prac- 
tice, and while generally accepted audit- 
ing procedures in America have been ex- 
tended to include tests of the physical 
stock and observation of stock-taking pro- 
cedures, and the confirmation of receiv- 
ables by communication with the debtors, 
these procedures are not generally recog- 
nized as normal by the profession in 
Britain. 

Let us therefore consider their applica- 
tion in Australia. ° 


1. Inventories 


In some quarters in this country a 
notion seems to have grown that we have 
moved away from Lord Justice Lindley’s 
decision that it is not the auditor’s duty 
to take stock. Sometimes tests of the 
physical stocks and observations of stock- 
taking procedures are made, but they 
usually result from instructions received 
from the auditors of Ameridan holding 
companies having Australian subsidiaries 
or branches. There are, admittedly, in- 
stances where such work is carried out 
at purely local companies or subsidiaries 
or at branches of British parent com- 
panies. But just because tests and obser- 
vations are sometimes made, I do not 
think it can be said to be generally 
accepted practice. 

The American profession, in adopting 
this procedure, believed that the auditor, 
by direct contact with the goods, would 
‘see whether the stocktaking procedures 
were properly carried out. At the same 
time a fear was also expressed that the 
auditor might be regarded by the public 
and clients as an expert appraiser and 
valuer, but this seems to have been dis- 
pelled by experience. Furthermore, the 
tests and observations served a useful 
purpose by making a client’s staff more 
careful. 

The view is held in Britain that the 
functions of accounting and stocktaking 
are fundamentally different, and since 
auditors are not expert appraisers or 
valuers they are concerned only with the 
accounting. As to quality and quantity, 
reliance is placed on the internal control 
governing the records, which are subject 


to searching tests, and on information re- 
ceived from the company’s responsible 
officers whom, it is well-established in 
law, an auditor is justified in believing. 

Undoubtedly, practice in both Britain 
and America, though different, is well 
ahead of our own. There is ample evidence 
from published accounts of Australian 
companies that auditors frequently indi- 
eate in their reports that they have ac- 
cepted the stock on the certificate of the 
management. In my opinion this is an 
illusory and over-cautious reservation, as 
an auditor cannot pass off his respon- 
sibility with a meaningless qualification 
in his report intended to imply that he 
accepts none at all. He can discharge 
his duty fairly by an examination of 
the stock-keeping system, stock-taking 
methods, and tests of the underlying re- 
cords to be sure that sound and consistent 
accounting principles have been adopted 
in determining valuation. But if he steps 
outside the realm of accounting and cor- 
roborates stock-in-trade by physical tests, 
he leaves himself open, in my opinion, to 
grave dangers. 


2. Receivables 


When written confirmation is sought 
from debtors it is known in America as 
the “positive” method, but when it is 
sought by requesting debtors to com- 
municate with the auditor only where dif- 
ferences exist between the enclosed state- 
ment and their books it is known as the 
“negative” method. The “positive” method 
may be dangerous if balances are not fol- 
lowed up when no acknowledgment is 
received. It is thought that both types of 
confirmation’ are valuable because they 
provide independent checks on the sys- 
tems of invoicing, sending out statements 
and collecting and banking cash. 


The adoption of this procedure, how- 
ever, has not been as valuable as that 
relating to inventories and the cost has 
been greater in relation to the gain. The 
tendency in America, is now to use the 
“negative” method except in_ special 
circumstances. 

Though sometimes resorted to, con- 
firmation of debtors balances in Btitain 
is not generally accepted. Again, the view 
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Contemporary Auditing Practice—continued 

is held that the primary function of an 
audit is to ensure that charges for goods 
supplied are properly established and that 
the revenue is protected at its source by 
maintaining effective systems of internal 
control and check. , 

Professional auditors in Australia are 
familiar with the “negative” method, as 
it is fairly widely used. Sometimes the 
“positive” method is used also. Australian 
experience has shown that the “negative” 
method is not very satisfactory because 
the proportion of replies received to state- 
ments sent out is extremely small, and if 
no replies are received it is assumed that 
customers do not contest their balances. 
But how justified is this assumption? 

Might not our American friends and 
ourselves, in time, adopt the British stand 
in the matter? Should the auditing pro- 
fession persist with a procedure just be- 
cause it has always been done even though 
there is little, if anything, to be gained 
from doing it? Surely, if the auditor 
doubts the genuineness of the book debts, 
the only practical way of discovering the 
true position is by use of the “positive” 
method if his client does not object. The 
precedure, when undertaken in such cir- 
cumstances, must be regarded as some- 
thing special to be applied only when 
warranted. 

Normal practice, however, requires a 
sufficient examination of the debts to en- 
able the auditor to form an opinion of the 
approximate amount that will be realized. 
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If the internal control is satisfactory, it 
is not considered necessary, either in 
Britain or America, to check all the ledger 
balance, or to examine all the accounts in 
order to form an opinion as to their realiz- 
ability. Where the size of the audit war- 
rants it, this work may be done three or 
four months before balancing date with a 
later review of the intervening period to 
see whether there has been any deteriora- 
tion. 
. 
3. Income Tax 


Income tax assessable on a company’s 
profit, in my opinion is an expense of 
the year in which the liability is incurred. 
Although it cannot be calculated until the 
profit is known it is, nevertheless a 
definite but uncontrollable liability which 
leaves a smaller amount to be distributed 
and it should therefore be provided for. 


I would also like to mention another 
matter. One of the evils of high taxation 
is that it tends to stretch ideas of com- 
mercial morality to the limit. Although 
Australian industry, on the whole, is 
honestly conducted, we all have been con- 
fronted with cases, I think, where legiti- 
mate revenue and expenditure has been 
called into question. 


It is not an auditor’s duty to police the 
morals of his client, but, in my opinion, he 
eannot honestly discharge his statutory 
duty of reporting on the truth and cor- 
rectness of the accounts if they have been 
prostituted for taxation purposes. 


ATTITUDE TO DISCLOSURE 


As I have already said, auditors should 
strive to persuade directors to draw up 
accounts in the form recognized as reach- 
ing the desirable standard, even though 
the law does not demand it. Especially is 
this true when a company‘s shares are 
listed, as there should be available to the 
investing public reliable information on 
which estimates of the fair value of in- 
vestments can safely be made. 

Adequate disclosure rests on two con- 
siderations : 

(1) That sound accounting principles 

have been applied and consistently 
maintained by the directors. 


That material matters have been 
disclosed so as not to make the 
accounts misleading. 


It is the auditor’s duty to see that the 
accounts fairly present the information 
they should contain in such a way as not 
to mislead, and provided he is satisfied of 
this, he is not responsible if unwarranted 
inferences are drawn from them, or if’ 
later’ events show that his judgment, 
honestly formed, was at fault. 

It is now obligatory in Britain to dis- 
close, with certain exceptions, inner re- 
serves as well as movements therein dur- 
ing the year. It is probable that sooner or 


(2) 
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Contemporary Auditing Practice—continued 
later company law in this country will be 
amended to make disclosure of similar 
information obligatory. 

Present law lays down a broad mini- 
mum standard, but no details as to the 
manner in which such requirement shall 
be met. Directors have therefore a wide 
discretion in determining the form and 
content of accounts to be laid before 
shareholders, and some are reluctant to 
give more information than is required by 
statute, although what shareholders are 
entitled to is a matter of fairness and 
good accounting practice. Should, not 
practitioners strive to clear up this state 
of affairs where it exists and thus main- 
tain the tradition that the best practice 
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has been a voluntary advance and is not 
merely the result of legal enforcement? 

Standards of disclosure should not be 
reduced, to the level of an unintelligent 
layman. On the other hand, verbosity and 
technical jargon may well mislead even 
an intelligent layman! 

Many objections to disclosure are based 
on unsubstantial grounds. In some quar- 
ters it is thought that shareholders would 
press for greater dividends if adequate 
disclosure were made, but experience has 
shown that this is not so. On the other 
hand, adequate disclosure will create 
greater confidence in the management of 
industry and dispel suggestions that hid- 
den profits are being accumulated to the 
detriment of consumers and employees. 


THE FUTURE 


The auditing profession has a standard 
of conduct to uphold and a recognized 
standard of practice to establish and ob- 
serve. Standards of the auditing profes- 
sion must go up, not down, and it is 
essential that we should give it our per- 
sonal support so that we may, in turn, 
look to it for support in carrying out our 
work and assuming our responsibilities. 

If the auditing profession is to be pro- 
ductive in the widest sense, it is necessary 
to adopt a constructive approach to its 
problems at all times, and, in particular, 
to encourage high-grade and intelligent 
men to enter it so that its future may be 
built on a firm foundation. This is more 
than ever necessary now that the empha- 
sis has moved from an adherence to detail 
and routine to the use of intelligence and 
skill, which, in audits of principle, are of 
paramount importance. 

Auditors should keep themselves well- 
informed on their clients’ affairs and keep 
in touch with economic developments so 
as to meet the legitimate demands which 
grow out of them, but this does not mean 
that they should presume to be expert in 
matters outside their profession. 

Uniform amendments to company law 
‘of the various States with the object of 
improving the form and content of ae- 
counts and giving statutory auditors more 
independence and power would do much 
to help in astablishing the recognized 
standards at which the profession is aim- 
ing. Much, however, could be achieved 


now by free and frequent discussions by 
all practitioners and by a pooling of tech- 
niques and ideas as has been done by the 
professions in Britain and America. If, 
by so doing, the governing bodies were 
thus enabled to give unmistakable leads 
as to what is regarded as the best prac- 
tice, the profession would take a more 
constructive and important place in the 
economic life of the community and 
greatly increase its contribution to the 
ever-changing business world. 


Commentary by K. N. Stonier - 


1. Within the defined limits which have 
had to be imposed it is not possible for a 
commentator to deal effectively with all 
aspects of a lecture on such a wide sub- 
ject as “Contemporary Auditing Practice” 
so thoughtfully presented by Mr. F. E. 
Trigg. There are three individual sub- 
jects which stand out in Mr. Trigg’s paper 
as being of prime importance—‘Testing 
and Sampling,” “Inventories” and _ the 
“Attitude to Disclosure”—and the natural 
conclusion to which these and other points 
lead inevitably is the broad principle of 
Auditing Standards. As there are two 
other commentators to this paper I have 
decided to confine my remarks to the 
subjects of “Testing” and “Auditing 
Standards.” 

2. The historical outline given in the 
paper serves to impress us with the de- 
velopments that have taken place in Great 
Britain and the United States and should 
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Contemporary Auditing Practice—continued 

cause us to tonsider the extent to which 
Australian practice has failed to advance 
with changing conditions. From a read- 
ing of this chapter I was left with the 
general impression that Australian audi- 
tors have lagged behind their brethren 
overseas in improving their technique. 
The inference, although not stated, is that 
Australian methods are not as competent. 
While I have no doubt that there are aspects 
which can and should be improved, I feel 
that Mr. Trigg’s statement (“auditors in 
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Australia have developed varying stand- 
ards of practice among themselves as 
individuals, but few standards generally 
accepted by the profession as a whole’) 
is too sweeping. Professional progress is 
a matter of gradual evolution. Changes 
must be made to meet altered conditions, 
and, when determining these changes, we 
should certainly examine and take advan- 
tage of such overseas standards and 
procedures as are suitable for our require- 
ments, but should guard against an auto- 
matie acceptance of overseas practices 
without relating them to local conditions. 


TESTING 


3. One such practice is that known as 
“Testing and Sampling.” It has been de- 
veloped considerably in America, where 
the responsibility of the auditor is gener- 
ally to the directors and not the share- 
holders. As Mr. Trigg points out, ‘‘elimina- 
tion of detail checking has not been on 
the same scale in Britain,” but neverthe- 
less it is well-established and extensively 
practised. There is no doubt that “Test- 
ing” has been in common use in Australia 
for some years, although the opportunities 
for its application have not been so great 
as overseas, due to the size of our average 
company. 

4. In March, 1943, a report by a sub- 
committee, consisting of J. March Hardie, 
F.C.A. (Aust.), and Robert W. Nelson, 
F.C.A.: (Aust.), was published with the 
authority of the Executive Committee of 
the Institute of Chartered Accountants in 
Australia. The Executive Committee com- 
mented, inter alia, ‘‘The main* question 
which emerges from the report is as to 
whether, and, if so, to what extent, test 
checks may be substituted for detail check- 
ing. In this connection the Executive 
Committee is of opinion that—in the case 
of many large audits—test checks are al- 
ready relied upon in regard to matters 
which, in the majority of audits, would be 


verified by detailed examination. This 
practice has no doubt developed from the 
volume of the transactions and the fact 
that an effective system of internal audit 
or internal check made such a course 
practicable without impairing the effici- 
ency of the audit.” The Sub-Committee’s 
report while, in effect, rejecting the 
general adoption of a balance sheet audit, 
made the significant statement that “in 
our view the best modification of standard 
practice would be to adopt a greater pro- 
portion of test checks than hitherto as to 
the accuracy of the detailed accounting 
system, where such action is justified by 
the system of internal check in force.” 

5. Since this report was issued there has 
been considerable growth in the size of our 
companies and, accordingly, in the oppor- 
tunities for the application of tests. But 
it must not be forgotten that a large pro- 
portion of our companies are small in 
comparison with English and American 
ones and require different treatment. 

6. The position may well be summar- 
ized by a quotation from the American 
Journal of Accountancy : ‘‘ Detailed audits 
have necessarily given way to the testing 
and sampling process, the extent of which 
is related to the auditor’s appraisal of the 
effectiveness of the internal accounting 
control.” 


AUDITING STANDARDS 


7. In America a distinction is made be- 
tween auditing standards and auditing 
procedures., The former define the broad 
responsibilities of auditors, and the audi- 
tor who ignores them does so at his own 


risk: the latter are the means by which 
the auditor complies with generally ae- 
cepted auditing standards in the perform- 
ance of his work. The American Institute 
has defined Auditing Standards and has 
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Contemporary Auditing Practice—continued 


issued a number of statements on auditing 
procedure. Apart from the “Recommen- 
dations on Accounting Principles” issued 
by the Institute of Chartered Accountants 
in Australia and the report I have quoted, 
I know of no official pronouncements in 
Australia dealing with standards. 

8. It is perhaps this lack of official 
guidance which prompts Mr. Trigg to 
make some statements that I feel are ex- 
aggerated —“our elastic system gives 
auditors such wide discretionary powers, 
as to provide a refuge for those who are 
incompetent and inefficient,’’ and again, 
“the modern auditor must now undertake 
his work intelligently and skilfully and no 
longer can he use a routine programme 
of audit as a shelter to hide his incompe- 
tence.” I believe that these and other pro. 
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vocative statements are designed to focus 
our attention on the need for continual 
review of our standards and procedures, 
and to emphasize the desirability of guid- 
ance from official quarters. We have our 
standards and our procedures, but by all 
means let them be set down officially for 
our information and protection. 


9. If Mr. Trigg’s paper, the discussion 
which it invokes, and the resulting pub- 
licity of the thoughts and tenets, achieve 
in the minds of the profession an aware- 
ness of the need for defined auditing 
standards, a determination by practition- 
ers to guard those standards as landmarks 
of our calling, we need have no fears of 
the competency and standing of the pro- 
fession nor of our functions and responsi- 
bilities being misunderstood by the public. 


Commentary by A. H. Barraclough 


1. I have been honoured by being in- 
vited by the Council of Management of 
this Congress to comment on Mr. Trigg’s 
paper entitled “Contemporary Auditing 
Practice.” 

2. After reading Mr. Trigg’s paper it 
will be appreciated how difficult it is for 
the commentators to add anything, criti- 
cal or constructive, to what he has 
written. 

3. With Mr. Trigg, I cannot too 
strongly emphasize that an auditor’s ap- 
proach to his duties must be constructive 
not, at least primarily, critical. 

4. I have been in the profession and 
seen it develop for ever forty years. I 
have watched the technique of “tick and 
turn over” gradually evolve into present- 
day practice where, in my opinion, which 
is obviously held also by Mr. Trigg, the 
auditor must approach his work with in- 
telligence, acquire perhaps more than a 
superficial knowledge of his client’s busi- 
ness and a thorough knowledge of the 
systems in force of recording its trans- 
actions. It is only then that he can pro- 
perly determine the procedures to be 
adopted to adequately carry out his 
duties. 

5. I would particularly direct attention 
to the last sentence of the second para- 
graph of the section of the paper headed 
“Nature of Accounts.” It reads: 


“An auditor must not be a pedant, 
otherwise his ability to render service 
to the shareholders and his ability to 
persuade directors in making sound 
decisions is impaired.” 

6. I feel most strongly that in order 
to be an efficient auditor and be capable 
of employing sound auditing practice in 
the execution of his duties as such, mem- 
bers of the profession should exert every 
endeavour to become capable business 
men and approach their work from a 
practical business viewpoint. Any other 
approach must surely result in strained 
or at least non-co-operative relationships 
between the directors and senior execu- 
tives of a company and its auditor. The 
auditor is not a necessary evil, he can and 
should be of the greatest help to all those 
with whom he comes in contact in the 
conduct of his practice. 

7. I now refer to Mr. Trigg’s remarks 
under the heading of “Responsibilities,” 
in particular his reference to the auditor 
making his report, not only on the balance 
sheet but also on the profit and loss ac- 
count. Admittedly the balance sheet sets 
out the position of a company after tak- 
ing into account the result of its trading 
operations. Nevertheless, I entirely agree 
with Mr. Trigg that even when the law 
does not require it, the auditor should 
satisfy himself as to the truth and fairness 
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Contemporary Auditing Practice—continued 


of the profit and loss account and say so 
in his report. I venture to suggest that 
the first thing anyone thinks of in connec- 
tion with the accounts of a company is 
its profit position. After all, the value of 
its shares is largely determined by its 
earning capacity. 

8. The author of the paper I am discuss- 
ing deals at some length with “Internal 
System” and “Internal Audit.” The two 
terms must not be confused as to mean- 
ing, but they are both very important 
factors in determining the audit pro- 
gramme. The internal system is present 
in all audits, large and small, and even if 
a complete detailed audit is to be under- 
taken it is essential, in my opinion, that 
the auditor satisfy himself at the outset 
that the system is as efficient as possible 
under the particular circumstances. 

9. The internal audit can, I think, only 
exist in concerns of considerable mag- 
nitude. I agree as to its importance and 
value. I feel that the scope and pro- 


gramme of the internal audit should be 


determined by the appropriate senior 
staff of the company in conference with 
the professional auditor. The status of 
the member of the company’s staff in 
charge of the internal audit is, I suggest, 
a matter of impagtance. I consider that 
the position of the internal auditor must 
be one of high seniority, otherwise the 
value of his work and that of his staff 
must necessarily be discounted, particu- 
larly by the professional auditor. The in- 
ternal auditor should make regular and 
frequent reports to the management on 
his work and his findings. These reports 
should be examined by the professional 
auditor, who should satisfy himself that 
immediate steps are taken to rectify any 
weaknesses the reports may disclose. 

10. Mr. Trigg deals very ably with the 
question of “Inventories.” It is in this 
connection that the internal audit, where 
it exists, can be of the greatest use to the 
company and the professional auditor. 
The importance of correct stocktaking 
does not need to be stressed. In most in- 
stances a small variation in the basis of 
valuation ean in any year govern the re- 
sults of that year’s operations. In small 
concerns any such variation is not difficult 
to detect. In large enterprises there is 
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often no actual physical stocktaking at 
the balance date, the inventory being pre-* 
pared from the stoek records. Through- 
out the year, however, it is the function 
of the internal auditor to actually physic- 
ally test the stock with the stock 
records, as well as check the cost of the 
goods appearing in those records. It 
is then, in my opinion, the duty of the 
professional auditor, on the evidence 
available, to satisfy himself that the basis 
of valuation used in the inventory is fair 
and reasonable in all the circumstances. 
Generally speaking, except in compara- 
tively small businesses, I have grave 
doubt as to the value of the professional 
auditor physically testing quantities. At 
best it seems to me to be a moral check on 
the staff concerned. I agree entirely, how- 
ever, that the professional auditor should 
observe or otherwise satisfy himself that 
the stocktaking methods are sound. 

11. Under the headings “Income Tax” 
and “Attitude to Disclosure,” Mr. Trigg 
discusses what I consider to be one of the 
greatest difficulties which face the auditor 
of a company. I do not refer to the de- 
liberate understatement of income in 
order to evade taxation. I do refer to the 
understatement of income in prosperous 
times, whether disclosed to the taxation 
authorities or not, in order to make some 
provision in those years for the almost in- 
evitable swing of the pendulum. I feel 
that where there is no question of bad 
faith, where the action of the directors 
appears to be reasonable under the con- 
ditions then obtaining, and the best in- 
terests of the shareholders are preserved, 
the auditor is not called upon to assume 
the duties of the board of directors. 
Every case must be considered on its 
merits, but if the answer to even one of 
the three matters I have mentioned is ad- 
verse, then the auditor’s duty is clear. I 
agree that there should be adequate dis- 
closure and publication of results of com- 
panies. I also agree that hidden profits 
must not be accumulated. I emphasize 
“accumulated,” by industrial concerns to 
the detriment of consumers and those who 
work for industry. 

12. Given first of all that an auditor has 
the necessary ability, training, and ex- 
perience, he should serve the community 
adequately, efficiently, and faithfully if - 
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Contemporary Auditing Practice—continued 

he approaches his duties intelligently, 
fearlessly and without thought of 
material gain. 


Commentary by R. A. Irish 


1. Auditors in Australia today are fac- 
ing new conditions, new responsibilities 
and new techniques in accounting, all 
compatible with our expanson of industry 
and commerce. Therefore Mr. Trigg’s 
paper is most timely and valuable; the 
profession must consider whether it is 
planning obsolete audits, whether it is 
meeting the more exacting calls of 
modern business. 

2. However urgent such a review may be, 
two fundamentals must be kept firmly in 
mind: 

(i) Nothing should be done to cause the 
public to lose its confidence in 
audited accounts. As Mr. Justice 
Wright said in the Royal Mailcase: 
*‘If it becomes known to the world 
that balance sheets of companies are 
not things which can be relied on, 
that is a very serious matter for 
the national affairs and commer- 
cial affairs of this country.’’ It 
would be very easy to say we will 
meet rising costs by simply doing 
less work for the same fee. 
Conclusions Should not be formed 
under pressure of current circum- 
stances. If we are to be introspec- 
tive, let us think ahead and en- 
deavour to enunciate basic standards 
which will endure, yet be capable of 
elaboration and extension. 

3. The paramount need is to attempt a 
definition of ‘‘basic auditing standards.’’ 
This does not remotely envisage standard- 
ization of audits, nor does it refer to audit- 
ing procedures. The term is intended 
rather to crystallize the ‘‘principles’’ which 
must be the foundation of proficient 
auditing. 

4. I am not altogether happy about the 
American classification of auditing stan- 
dards. They endeavour to compress the 
essentials into too few words and suffer in 
the process. Imagine trying to epitomize 
the various ‘‘Recommendations on Ac- 
counting Principles’’ in less than one page 
of print. 
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5. The special report issued in 1947 by 
the American Institute’s Committee on 
Auditing Procedure elaborates the basic 
classification with the objective of making 
the implications clear, but this is not a 
sound method of approach. A statement 
of basic standards needs full and careful 
definition so that it stands by itself. 

6. In Australia we are much too prone 
to look overseas and follow blindly. Ex- 
perience in other countries is useful data 
to have, but it is time we ourselves did 
some original thought. We must define 
our own basic standards and then build 
revised auditing procedures around them. 

7. My research shows some extra- 
ordinary differences in the application of 
what may be regarded as normal audit 
procedures. The consequent conflict of 
evidence in the event of a legal action 
is obvious. Without being critical, I note 
Mr. Trigg suggests there is no legal duty 
to check share transactions, but this is not 
unanimously accepted. An authoritative 
pronouncement on questions such as _this 
is extremely desirable. 

8. Australian audit routines are still 
largely geared to the concept that dis- 
covery and prevention of fraud are 
dominant objectives.. We must dispel this 
illusion within the profession and in the 
commercial community; we must impress 
the viewpoint that sound internal control 
is a far better safeguard than audit can 
ever be. Indeed, it is high time that tan- 
gible research was conducted into the 
science of internal control. 

9. Mr. Trigg rightly stresses the need 
for more extended checks on the effective- 
ness of internal control. How many audit 
programmes set down: specific and de- 
tailed tests to be made on this point? 
How many auditors know what the 
client’s system of control actually is—at 
the present time? 

10. If more attention is given to 
methodica!) analysis of internal control, 
test-check_ng and sampling become justi- 
fiable features of auditing. Thereby, much 
useless and expensive detailed checking 
ean be discarded. But what proportion do 
we test? What is a sufficient sample? 
Here again an exchange of views will help 
everybody. 

11. Test-checking may diminish audit 
work substantially, but there are some 
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Contemporary Auditing Practice—continued 
directions in which we should consider 
extension, One of these is “Inventories,” 
or, if you wish, stock on hand. 

12. I agree an auditor should not ‘‘take 
stock,’’? but I believe he must do much 
more than arithmetic on what is usually 
the most important item in the annual 
accounts. Stock is the pivot between the 
revenue accounts and the balance sheet; 
its accuracy largely determines their 
validity. There have been sufficient cases 
of classic catastrophe to compel a much 
higher sense of responsibility than in 
1896, when the Kingston Cotton Mills de- 
cision Was given. 

13. I discount suggestions that physical 
tests should be dropped because the 
auditor is not a stock expert, or because 
he is entitled to rely on trusted experts, 
or because the public might get a wrong 
impression about what the auditor does. 
These are endeavours to duck the real 
issue; they. are excuses, not reasons. I 
should imagine the public would be most 
disturbed to find, as in the McKesson and 
Robbins case, that stock might be non- 
existent yet the auditor would still assert 
the accounts were correct. 

14. There is considerable 
Australia for the physical testing of 
stocks. This does not mean “taking 
stock.” More generally it would consist of 
selecting items on the inventory, asking 
that they be shown, and if necessary ask- 
ing that they be remeasured or reweighed 
in the auditor’s presence. I admit all the 
arguments about deluding the auditor, 
but surely such a procedure gives more 
justification for relying on a trusted ex- 
pert than merely doing sums on sheets of 
paper. It should be remembered, too, that 


support in 
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in many concerns the stock records are 
either unreliable or non-existent. 

15. Subject to this, I support fully the 
emphasis on checks of stock records and 
like supporting evidence and the criticism 
of needless references to stock in audit 
reports. 

16. On the subject of audit reports, I 
would be rather reluctant to support 
much variation of the standard form ac- 
cepted in this country. Certainly, I would 
regret the complete adoption of the com- 
mon American form, even in its recently 
amended state. The fact that auditing 
standards have been met, that the balance 
sheet conforms with accepted accounting 
principles, and. so on, are all surely im- 
plicit in the Australian form. Such mat- 
ters are, I suggest, better embodied in a 
statement of auditing standards with 
which the profession must comply. Even 
so, we could, with advantage, cease to 
regard it as reprehensible to qualify re- 
ports where such action is justifiable and 
necessary. Furthermore, such qualifica- 
tions could on occasions be more forth- 
rightly expressed. 

17. It should be evident that contem- 
porary auditing practice needs a “New 
Deal.” It is imperative to exclude so 
much that is pure arithmetic and to aim 
at “intelligent” auditing. This predicates 
close analysis, of present procedures and 
far-reaching improvements in accepted 
routines. I doubt if our generation can 
change its established ideas sufficiently, 
but we can train a new generation to do 
more effective, more valuable work. This 
is the new horizon I see, and when you 
discover a new horizon you can never be 
content with the old. That is the keynote 
of Mr. Trigg’s constructive paper. 
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ACCOUNTING STANDARDS 


by 


A. A. FirzGERALD 


Author’s Summary 


1. This paper consists of four parts. 
Part One explains, mainly by reference to 
the circumstances in which the expression 
“accounting principles” came into general 
use in U.S.A., why the term “accounting 
standards” is preferred to “accounting 
principles.” “Principles” has several mean- 
ings, and is apt to be understood in a 
wider and a more inflexible sense than is 
intended. Accounting standards, as guides 
to procedure, are distinguished from 
accounting practices, which are the means 
by which accounting standards are put 
into effect. 


2. Part Two discusses the origins of 
awakening of general interest in account- 
ing standards in U.S.A. and the United 
Kingdom since 1930. In both countries, 
the immediate causes were spectacular 
company scandals, which served to con- 
eentrate public attention on apparent 
weaknesses of conventional accounting 
methods, and which clearly showed the 
need for continuous revision of account- 
ing theory to keep it in line with chang- 
ing economic conditions. In particular, 
since 1930 there has been a revolution in 
thought on the question of disclosure in 
company financial statements, and a new 
emphasis on the importance of the income 
statement. 


3. Part Three examines, again by refer- 
ence to experience in U.S.A. and the 
United Kingdom, the means by which 
accounting standards may be developed 
and may become established. Alternatives 
are persuasion and compulsion. Each al- 
ternative has been tried, and is now oper- 
ating in both countries. The conclusions 
are reached that establishment of account- 
ing standards is an evolutionary process; 
that accounting is dynamic and that, 
therefore, standards need to be under con- 
tinuous examination; that general accept- 
ability is best secured through persuasion; 
and that, only when a substantial degree 


of general acceptance has been secured 
should compulsion be used to bring about 
universal acceptance. These conclusions, 
illustrated particularly by difficulties ex- 
perienced in reconciling statutory require- 
ments in the United Kingdom with stan- 
dards developed by the profession, are of 
utmost importance in Australia at the 
present time, in view of proposals for 
amendment of company legislation in the 
several States. Attention is drawn to the 
special danger of inflexibility of legal re- 
quiréments in this country, and to the 
machinery by which rigidity may be re- 
laxed under the United Kingdom Com- 
panies Act, 1948. 

4. Part Four is an attempt construc- 
tively to criticie accounting standards in 
Australia as enunciated in the recgmmen- 
dations on accounting principles” of the 
Institute of Chartered Accountants in 
Australia. It is urged that the use of the 
term “accounting principles” is inappro- 
priate, and that, in fact, the reeommenda- 
tions are a mixture of recommendations 
on accounting standards and suggestions 
as to accounting practices. Separation of 
the two is desirable, since general accept- 
ance can more easily and more quickly be 
obtained for accounting standards as 
gauges by which to measure departures 
when departure is necessary, than for ac- 
counting practices, which naturally dif- 
fer legitimately from case to case and 
from time to time. 

5. Other major points of criticism of 
the Australian recommendations relate to 
the recommended grouping of balance 
sheet items; the recommended definition 
of “provision”; the recommended defini- 
tions of “fixed assets” and of deprecia- 
tion; and the recommendations dealing 
with accounting for stock-in-trade. 

6. Criticism of the recommended group- 
ing of balance sheet items is based on the 
argument that the five main groups of 
balance sheet assets are neither mutually 
exclusive nor together exhaustive. A 
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Accounting Standards—continued 

more satisfactory classification would be 
into two main groups—current and non- 
eurrent—with subdivision of each group 
on a logical basis. Attention is drawn 
particularly to the illogicality of grouping 
into current, fixed and intangible assets, 
a classification which mixes two different 
groups of distinction—fixed and current, 
tangible and intangible. 

7. Criticism of the definition of “pro- 
vision” is based on two main grounds. The 
definition includes two different kinds of 
items—negative asset provisions and lia- 
bility provisions: it is not desirable that 
a common term should: be used for these 
two classes of items. The approach used 
in U.S.A., viz., to limit the use of the 
term “reserve,” is probably preferable to 
an attempt to draw a sharp line of distine- 
tion between “reserves” and “provisions.” 
So far as negative asset provisions are 
concerned, the use of the expression “set 
aside out of profits or other surpluses” is 
questioned. Depreciation is not an 
amount set aside out of profits: the only 
sense in which a provision for deprecia- 
tion can be said to be “set aside” is out of 
gross income. 

8. The definitions of fixed assets and 
depreciation appear to need reconsidera- 
tion. Depreciation is well defined as “that 
part of the cost of a fixed asset to its 
owner which is not recoverable when the 
asset is finally put out of use by him.” 
But the legitimate use of the term ‘‘pro- 
Vision” is said to include “amounts set 
aside out of profits or other surpluses to 
meet diminutions in value of assets.” Ac- 
counting is not a valuation process, and 
the reference to diminution in value is apt 
to give a false impression of the nature of 
depreciation. The test used for dis- 
tinguishing between “fixed assets” and 
“eurrent assets” is also questioned. It 
deals only with intended use, and ignores 
the fact that all’ assets, except possibly 
land, are intended to be consumed sooner 
or later in earning income. Rate of con- 
sumption is a more essential poimt of dis- 
tinction than intended use. 

9. The recommendations dealing with 
accounting for stock-in-trade are ques- 
tioned on several counts. They assume, 
Without discussion, that the lower-of-cost- 
or-market rule is a universally accepted 
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accounting standard; they slur a useful 
distinction between realized profits and 
expected losses; they deal vaguely with. 
the controversial question of inclusion of 
manufacturing expense in cost; and 
whereas in one place thay apparently 
tolerate the use of replacement cost in 
interpreting the rule, in another place 
they specifically disapprove it. 

10. Despite these criticisms, and others 
made in paragraphs 117-121, acknowledg- 
ment is made of the importance and the 
quality of the work which the institutes 
in the United Kingdom and Australia 
have done in these pioneer attempts at 
development of standards. The recom- 
mendations are a notable achievement; 
they are a convincing demonstration of 
the spirit and social consciousness of the 
profession, particularly in the United 
Kingdom. On this foundation, the pro- 
fession should erect a structure which will 
enable the full implications of account- 
ing as a social force to be realized. That 
will be possible, however, only if the 
profession responds fully to the lead that 
has been given. 


Commentary by Dr. J. P. Hannan 


1. In the first part of his valuable paper 
Mr. Fitzgerald examines the distinction 
between principles and standards. Every 
aspect is closely analysed and, in my 
opinion, he shows convincingly that the 


word “standards” is preferable to the 
word “principles” for the purpose which 
he discusses. 

2. My treatise on the Principles of In- 
come Taxation contains a chapter entitled 
**Accountancy Standards.’’ It forms part 
of a fairly lengthy consideration of tests 
which have been proposed in order to dis- 
tinguish between outgoings of capital and 
outgoings of revenue. Thus I have virtu- 
ally given anticipatory endorsement of the 
view which Mr. Fitzgerald so strongly 
urges. 

3. In the matter of presenting company 
accounts, I think there are only two main 
principles known to the law and relied 
upon by the Courts. One prineiple is that 
the’ annual balance sheet shall truly dis- 
close the net surplus of assets over liabili- 
ties (or vice versa) ; the other principle is 
that the annual ‘profit and loss account 
shall truly state the result of the year’s 
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trading operations—in each instance with 
due attention to informative details. These 
are the two great commandments of the 
law. 

4. Of course, much more will be re- 
quired under the British Companies Act, 
1947, but the additicnal requirements re- 
late to matters of detail, which are pre- 
scribed in order that the two fundamental 
principles may be strictly observed, and 
their observance made manifest. There. is 
sure to be similar legislation in this coun- 
try and, before it is enacted, you as leaders 
of the accountancy profession will no doubt 
be able to suggest improvements upon the 
British scheme. 

5. Any approved manner of presenting 
the annual accounts so as to conform with 
those principles may be described in 
various ways. ‘‘Accountancy practice’’ is 
one convenient but somewhat colourless 
term; ‘‘accounting methods’’ is another. 
I think that ‘‘accounting standards’’— the 
expression favoured by Mr. Fitzgerald — 
is much superior, because it suggests some- 
thing better than mere practice or usage: 
it suggests something desirable, if not 
necessary. It also contains or connotes 
possibilities of modification to meet chang- 
ing circumstances in this uncertain world. 
intended by Mr. 
Fitzgerald, the expression ‘‘accounting 
standards’’ would be like a recognized 
guide-post pointing out the best route to 
the desired destination. 

7. The classification of balance sheet 
items is not a matter on which I am com- 
petent to speak. My comment will, there- 
fore, be brief. The term ‘‘ Fixed Assets’’ has 
become venerable through custom and tra- 


6. Used in the sense 


Profit and Loss Reserve Account 
Commitments and Liabilities: 
*Income Tax, 1948-49 

*Division 7 Tax, 1947-48 


(*Above amounts are approximat 


Dividend payable 31/7/1949 
Debentures redeemable in 1951 


11. Would not something on those lines 
adequately disclose the position to’ the 
shareholders and the general public, espe- 
cially if supplemented by an explanation 
in the directors’ report? Would it not be 
much simpler and equally informative ? 


e) 
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dition—two things which may not lightly 
be discarded. Fixed assets are those having 
elements of tangibility and permanence, 
My only suggestion—and it is made with 
great diffidenee—is that the expression be 
expanded to ‘‘Fixed and Permanent 
Assets.’’ This would enable the very im- 
portant item of goodwill to be included in 
addition to land and buildings, plant and 
machinery. It might then be advantageous 
to subdivide such assets into (a) tangible 
and (b) intangible. 

8. Mr. Fitzgerald’s paper also contains 
a noteworthy and instructive review of 
the purposes of reserves and provisions. 
This is a rather mysterious realm which 
the average shareholder or investor is un- 
able to explore unless he has the assist- 
ance of financial experts to explain the 
ritual. In my only comment I take the 
risk of being regarded as a saboteur and 
revolutionary. 

9. I suggest that there should be no 
reserves or provisions at all! This sug- 
gestion will almost certainly provoke ad- 
verse criticism, tempered (perhaps) with 
pity for my obvious ignorance. Still, I 
have many hundreds of balance 
sheets where, to my untutored and icono- 
clastic mind, the reserves, special reserves, 
general reserves and various provisions 
represented little more than cleverness on 
the part of those who created them, and 
did not serve any useful purpose. 

10. Instead of what is now the profit 
and loss appropriation account, why not 
have a profit and loss reserve account, 
showing the usual debits for income taxes 
and dividends paid thereout? In _ the 
balance sheet the credit balance could be 
shown in full, with an appended note as to 
the commitments and liabilities—thus: 


£15,649 19 11 


seen 


£2,254 
1,957 


5,000 
10,000 


12. You, at this Congress, and your re- 
spective institutes, have great responsi- 
bilities. In order to establish the most 
acceptable accounting standards and en- 
sure their general observance, the com- 
petence and integrity of members of the 
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profession must be at their highest. Some 
control over those seeking to practise is 
therefore, in my opinion, essential. For 
this reason I look upon the New South 
Wales and Queensland legislation for the 
registration of public accountants as 
eminently commendable and, _ indeed, 
necessary. Membership of other profes- 
sions, including my own, is regulated in a 
similar manner; and I would resist any 
attempt to abolish the present safeguards 
and allow anyone, however questionable 
his qualifications and character might be, 
to set himself up in practice as a barrister 
or solicitor. My: own feeling is that the 
accountancy profession should have pro- 
tection equal to mine. This would, I am 
sure, be a means of raising the standard 
of practice—that word “standard” again! 
—as well as an assurance to the public 
that persons in practice were well- 
equipped in every respect to give the ser- 
vice expected of them. 


Commentary by C. W. M. Court 


Mr. Fitzgerald’s paper is a further 
example of his persistent endeavours to 
provoke the accountancy profession. into 
a greater degree of appreciation of the 
need for clarity of expression and the 
promulgation of accounting standards. 

Dealing with the four parts of Mr. Fitz- 
gerald’s paper separately, the. following 
comments are made: 


Part 1 

This part is devoted largely to the mean- 
ing of. various words. Accountants are not 
scientists or at least they have not adopted 
the scientists’ policy of using or coining 
words to describe their concepts. Engin- 
eers use common words, such as keys, 
guides, slippers, bushes, ete., and are con- 
tent in the thought that every engineer 
Worthy of the name knows the technical 
significance of the words. 

The foregoing implies that the scien- 
tists and the engineers have agreed 
amongst themselves on what the words 
mean. Unfortunately, accountants using 
the same words do not always mean the 
same thing. Mr. Fitzgerald’s advocacy 
of words upon which accountants can 
agree as to their meaning is, therefore, to 
€ recommended. 
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Do not lose sight of the fact that Mr. 
Fitzgerald says that accountancy is 
dynamic. I take it that he means it is a 
moving, growing thing as opposed to a 
fixed, stationary thing. This is important, 
as it charges us with the responsibility of 
keeping in tune with current events and 
changing concepts. 

Part II 

In Part I], Mr. Fitzgerald has given a 
valuable resumé of the efforts in the 
U.S.A. and U.K. to formulate standards. 
It is important evidence. 


Part III 

None of us will seriously deny the 
merits of persuasion, self-imposed disci- 
pline and voluntary acceptance over com- 
pulsion, regimentation and _ legislative 
sanction. (Clause 45.) 

Complacency on the part of the profes- 
sion will mean compulsion, regimentation 
and legislation. The decision we have to 
make is whether we will pull our weight 
as members of a great profession and give 
the legislators no excuse to legislate for 
the improvement of our standards. On the 
contrary, legislation should merely be an 
acknowledgment of standards freely and 
voluntarily established by the profession 
itself, 

When practitioners in Western <Aus- 
tralia saw the form of balance sheet pre- 
scribed by the Sixth Schedule to the W.A. 
Companies Act, 1943-47, they were horri- 
fied. It is not difficult to imagine the re- 
lief of the profession when it was realized 
that section 127(2) permits balance sheets 
to be in one of the form B. or C. in the 
Sixth Schedule “or to the like effect.” 

Fortunately, the words “or to the like 
effect” are being interpreted with good 
sense by the present administrators of the 
Act and even the initial objection to ac- 
counts in the narrative form has been 
withdrawn, provided, course, the accounts 
clearly furnish the information which the 
Act requires. 

This is one example of what would 
happen when legislation endeavours to 
direct accounting standards. 

As to the means of establishment of 
standards, I suggest for discussion that: 

(a) A committee be formed, represen- 
tative of all accountancy institutes, to ex- 
plore ‘ways and means of establishing an 
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Accounting Standards—continued 
organization which can consider account- 
ing standards, doctrine, practices, etc., 
and promulgate its views from time to 
time and invite and publicize criticism 
and expressions of opinion. After such 
criticisms and opinions have been ex- 
pressed and publicized, the Standing Com- 
mittee can then reconsider its initial 
utterance and promulgate with greater 
authority its ideas (possibly revised) as 
a guide to practitioners. 

(b) The accountancy institutes could 
set up a standing committee (or possibly 
use the committee referred to above) to 
act as a Vigilance Committee. This com- 
mittee would be charged with the respon- 
sibility of carefully observing the work of 
the profession and, in a friendly and 
constructive manner, confer with practi- 
tioners regarding such matters as the 
form and presentation of statements or 
any other accounting matters which come 
to its notice, and in connection with which 
there appears to be a departure from the 
generally acknowledged procedure. In 
many cases, practitioners may have very 
good reasons for their departures, and 
these reasons may be valuable contri- 
butions. 

(ce) The standing committee(s) ~ be 
available to practitioners who are seeking 
guidance on unusual features of problems 
in hand or need the support of such an 
authority in the advocacy of an acknow- 
ledged standard. 

(d) The standing committee(s) main- 
tain strong contacts with both the U.S.A. 
and U.K. We cannot ignore developments 
in other parts of the world. 

(e) The support of the financial press 
be encouraged and a greater use made of 
the accountancy journals. It is my 
opinion that short pithy statements each 
dealing with a simple factor achieve 
better results than long and complex 
papers. 

The foregoing may be pious hopes, but 
I do think that the standing committee 
idea lends itself to use in Australia, where 
it is doubtful whether we can afford elab- 
orate full-time research facilities. 

Part IV 

Mr. Fitzgerald has given us a lot of 
food for thought and he has given us his 
personal criticism of the recommendations 





promulgated by the Institute of Char. 
tered Accountants in Australia. 

The recommendations made by the 
Institute are generally of a helpful nature 
to the profession and are to~be com- 
mended, but possibly an overhaul is due 
in the method of expression. After all, 
it is to be expected that in making the 
initial promulgations certain inconsisten- 
cies and anomalies will appear, and most 
of Mr. Fitzgerald’s objections would pos- 
sibly be met if the recommendations were 
reviewed by the Institute of Chartered 
Accountants in Australia in the light of 
the discussions at this~Congress. 

I cannot enthusiastically support Mr. 
Fitzgerald’s suggestion for the use.of the 
broad categories of current and _non- 
current. This rather comes back to my 
original statement about the coined words 
of scientists and the common words of 
engineers. If we agree on the technical 
meanings of words, such as “fixed,” “eur- 
rent,” ete., the position will improve and 
we might even find that the word “fixed” 
is not such a bad word after all. 

In any ease, it is as well to note the 
comment of Carman G. Blough (Clause 
100) in which he said that time is needed 
for experimentation with different terms 
and phraseologies. 

In conclusion, might I reiterate that 
Mr. Fitzgerald is to be commended on 
the persistency with which he endeavours 
to impress on the accountancy profession 
the need for clarifying accounting stan- 
dards. Perhaps a few good local “scan- 
dals” might have stirred us out of our 
lethargy. In any ease, I hope that this 
Congress will be instrumental in the 
establishment of some research organiza- 
tion truly representative of the whole of 
the profession and that such research 
organization will be so framed that it 
never loses touch with the practitioner. 


Commentary by H. W. Chancellor 


Principles—Standards—Practice 
Considerable space has been given to 4 

discussion whether sound accountancy is 

governed by principles or standards. 

It can be accepted that good practice 
develops standards and that such stal- 
dards should not be static, but be subject 
to constant review and be reconsidered 
the light of the constant developments 2 


February, 1950 " 








anr 
sub 
and 





February, 1950 


Accounting Standards—continued 
industry and the consequent growth of 
accountancy. 

The method of the scientist is to set up 
an hypothesis which he tests by experi- 
ment and, if proved necessary, modifies. 
As one hypothesis succeeds another, he 
progresses towards a principle, which is 
no more than an hypothesis which has 
stood the test of experiment and not been 
proved false. 

The accountancy profession sets up 
standard procedures as models for gen- 
eral adoption, and tests them in the same 
way as a scientist does his hypothesis. 
They are tested in practice and constantly 
modified and approved and gradually out 
of them emerge principles which are 


general laws serving as guides to action. 


Surely at this stage in the development 
of accountancy we can recognize certain 
broad general principles as_ having 
emerged, certain fundamentals to which 
all standards and all practice must con- 
form if they are to be recognized as sound. 

The following 
recognition : 


would claim general 
incomings 


respec- 


Differentiation between 
and outgoings that relate 
tively to capital and income. 

Ascertainment of income by appro- 
priately matching costs against 
actual earnings of an accounting 
period. 

Full and fair disclosure. 

Some criticism has been offered against 
the pronouncements of the Institute of 
Chartered Accountants in Australia being 
styled Recommendations on Accounting 
Principles. It is true they largely set out 
Standards of practice, but they do set 
out standards that should induce con- 
formity to principles, and insofar as they 
refer to actual methods of procedure, they 
illustrate the standards propounded. The 
standards themselves exemplify the prin- 
ciples. 


Annual Net Income 


Reference is made in paragraphs 56 and 
a7 to developments in presentation of 
annual net income, and this,has been the 
subject of much discussion in America 
and England. 
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Some of the difficulties seem to arise 
from the tendency to regard the profit 
and loss accgunt and the profit and loss 
appropriation account—or, as usually 
styled in America, the statement of in- 
come and statement of (earned) surplus 
—as separate and distinct. 

Difficulties are increased by incorperat- 
ing some of the movements during the 
year in the statements appended to the 
balance sheet and showing other move- 
ments in detail in the balance sheet itself. 

All the events of the year affecting in- 
come are represented by items of income 
or expense, being those arising from the 
trading of the year, some of which may 
be extraordinary, or those which may be 
legacies, either good or bad, of past years. 
These, in fact, all add up to a net addition 
to, or deduction from, the accumulated 
profits retained in a business. 

A careful reading of Accountancy 
Research Bulletin No. 32 of the American 
Institute leaves one with the feeling that 
the battle between the exponents of the 
“eurrent operating performance” type of 
statement and the protagonists of the “all- 
inclusiye” statement has been waged more 
with pyrotechnics than ammunition. 

With the Securities and Exchange Com- 
mission this question largely centres on 
what goes above or under “the line.” That 
is, at what stage on the statement does the 
figure become the net income of the year. 

It is submitted that no fuller or fairer 
statement could be presented than one 
narrative statement with sufficient ex- 
planatory wording, clearly showing any 
extraordinary items and the application 
of material amounts from past periods, 
and stepped down with significant and 
clearly described sub-totals. A careful 
and reasonably well-informed reader is 
hardly likely to be misinformed by such 
a statement. 


Persuasion or Compulsion 

Practically all improved standards of 
accounting that have been embodied in 
legislative requirements have first been 
developed by progressive accounting prac- 
tices and the legal requirements have 
even then been of a lower standard than 
the best contemporary practice. 

Legislation perforce sets up a minimum 
standard which must be a low one, since 
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Accounting Standards—continued 

it has to be observed by all members of 
the community. Higher standards are 
evolved by recognition of ethical stan- 
dards by the commercial community, and 
such recognition has been largely due to the 
influence of the professional accountant. 
The profession must always regard the 
development of higher standards as a 
fruitful field for constructive service. 


The presentation of the accounts of 
holding companies and subsidiaries, and 
the growing emphasis on the profit and 
loss (or income) statement, are instances 
of developments in practice which have 
been subsequently recognized by legis- 
lation. 


Other Trends 

Modern practice has developed the con- 
cise narrative form of income statement 
with significant sub-totals, and a signifi- 
eant final total, in place of the old- 
fashioned trading and profit and loss 
account(s) with cost of sales confused by 
items both on the debit and credit sides 
and with various non-significant sub- 
totals and totals. 


There is now a decided trend to aban- 
don the two-sided balance sheet and even 
to discard that title, and present a state- 
ment of financial position, also in col- 
umnar narrative form, on the following 
lines (filled out with necessary details) : 


Current Assets ° 
Less: 
Current Liabilities .. * 
Net Current Assets (working 
capital) . 
Other Assets (detailed and 
grouped as 
* 
Deduct: 
Other liabilities— 
Net Assets * 
* 
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Represented by: 
Capital .. 
Earnings re-invested .. 


This form is certainly more comprehen- 
sible to those not versed in accountancy 
practice, and can be drawn so as to satisfy 
statutory requirements. 


Some discussion has taken place on the 
necessity of having an _ all-embracing 
heading in the balance sheet to cover all 
assets which are not current assets. This 
appears to be somewhat academic. 


The importance of a total for the cur- 
rent assets is recognized to be of un- 
doubted value for comparison with the 
total of current liabilities. The other 
assets are obviously non-current, but 
nothing appears to be gained in grouping 
them to get a sub-total of their sum, and 
if they are clearly described under 
various groups no loss of clarity results. 

The inclusion of comparative figures 
in published accounts has been established 
by progressive practice for many years, 
and has now been included as a require- 
ment of the British Companies Act of 
1948. This is of value, because, as G. 0. 
May pointed out, the changes from year 
to year are of more significance than the 
balance sheet itself. It is true one year 
gives rather a short view, and some com- 
panies supplement this with comparisons 
of material figures for a number of years, 
which is all to the good, and again good 
practice outstrips legal requirements. 

The Research Department of the Ameri- 
can Institute of Accountants has made an 
analytical survey of the annual reports 
of a large group of corporations. Their 
second report, recently issued, is an ex- 
cellent indication of trends. Space will 
not permit further comment, but members 
are referred to this publication. 


We may not always approve of, of 
follow, all overseas trends, but we cannot 
ignore them. Good standards grow out of 
practice and existing standards are modi- 
fied when modification in practice becomes 
general. 
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Author’s Summary 

In this paper, for reasons stated, I have 
put forward the view that the account- 
ants in Australia have not yet achieved 
full professional status. 

It is difficult, perhaps impossible, to 
define all the characteristics of a true pro- 
fession. Even Carr Saunders and Wilson 
in their admirable book on The Professions 
declined this task. But there is one funda 
mental test which must be satisfied. The 
public, or some sections of the public, 
upon whose assessment professional status 
depends, must the means of 
readily distinguishing the “qualified” 
from the “unqualified.” It must be 
knowledged that this cannot be done in 
the state of organized accountancy in this 
country at the present time. There are 
qualified accountants (of various *stan- 
dards of qualification) and unqualified 
accountants, but they all go by the same 
name. In my view, until we get a uniform 
system of State registration on a satis- 
factory basis this difficulty of identifica- 
tion will remain. 

Progress towards full professional 
status for accountants now depends very 
largely upon the policies of the Councils 
administering the affairs of the recog- 
nized accountancy institutes. A_ profes- 
sion is created, it just doesn’t “happen.” 
Accountancy, it would seem to me, must 
be viewed by its members on the broad 
basis of considering what contribution it 
can make to social well-being and de- 
velopment, rather than on the narrow and 
selfish basis of how much money can be 
made out of it. 

Accountants, in my view, are properly 
regarded as qualified technicians, fune- 
tioning primarily but not exclusively, in 
the area of private enterprise finance. 
Properly organized, within this frame- 
work, accountants can build a profession 
which will rank equally with the other 
professions. We can, and must, however, 


possess 


ac- 


improve our techniques. This improve- 
ment, it is suggested, should be sought, 
not in any restricted mechanical 
but on the footing of an informed under- 
standing of the underlying purposes 
which our techniques and findings are in- 
tended to serve. Our findmegs should in- 
creasingly be based upon rational think- 
ing, rather than upon arbitrary, and in 
some cases, illogical conventions. By this 
means we might more clearly define, even 
if we cannot reconcile, the activities of 
the accountant and the economist. We 
might also hope to remove some of the 
shackles which are imposed by the legal 
profession on the full development of 
accountancy. 

It has been shown at this Convention 
that accountants are accepting wider re- 
sponsibilities. If we are to discharge the 
private and social obligations which these 
responsibilities impose upon us, our edu- 
cational policies must become more en- * 
lightened. We must give accountancy 
education an intellectual character rather 
than an intellectual respectability. 

And so, in this paper I have touched 
upon some of the matters which might, 
appropriately be included in an agenda, 
headed “Matters to be considered in 
developing the professional status of 
accountants in Australia.” 

Under the heading of “Eduation 
Training” I would propose : 

1. That we should impose the Matricu- 
lation, or at worst, the Leaving 
standard, as the minimum eduea- 
tional qualification of a candidate 
seeking an accountancy qualifica- 
tion. ; 

That we should review the ex- 

amination syllabi of the authorities 

conducting the examinations in ac- 

countancy with a view to: 

(a) Removing the existing mis- 
placed emphasis on legal sub- 
jects; 


sense, 


and 


B 
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Abandoning outmoded insistence 
on a knowledge of bookkeeping 
technique in certain restricted 
fields; and 

Prescribing much more exten- 
sive and liberal courses in ac- 
counting and auditing theory, 
and in the practical teaching of 
those aspects of accounting and 
and auditing which will equip 
the candidate to give better 
service to his client or employer. 
For too long we have “nibbled” at 
our examination syllabi. What we 
now reqsire is a complete overhaul, 
to ensure that our candidates are 
taught and examined on courses 
which measure up to the practical 
demands which are being made on 
both the practising and non-practis- 
ing accountant. 

That we should decide whether edu- 
cation for accountants could not be 
advanced if we: 

(a) Made much more extensive use 
of the facilities available at 
the Australian Universities and 
Technical Colleges as the 
avenue for teaching our students 
and examining them. Our exist- 
ing system, which divorces 
teaching from examination, which 
sanctions the use of correspond- 
ence courses as the means of 
instructing our students, and 
under which the examiner never 
meets the student, carries its own 
condemnation. 


Status of 


(b) 


(¢) 
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(b) Kept in mind, and promoted, the 
long-term objective of having a 
Chair in Accountancy _ estab- 
lished in the several universities 
in Australia. 

4. That members of the respective in- 
stitutes accept as a more serious and 
personal obligation, the need to pro- 
vide students with greater*opportuni- 
ties for studying and understanding 
the practical application of the ac- 
counting techniques. 

As a second section to the agenda, I 
would include the problem of how we are 
to define, control and co-ordinate the 
activities of accountants. As I have already 
submitted, this objective, in my view, can 
only be achieved by a system of uniform 
State registration which embraces both 
practising and non-practising accountants 
—a system which would preserve the iden- 
tity and status of the existing institutes 
and under which the registration authori- 
ties would be responsible for establishing 


and maintaining a professional code. 


Some of the matters which I have 
brought to your notice are controversial in 
character. It will be difficult to reach 
agreement, but it should net be difficult to 
organize informed discussion. Speaking 
personally, I would hope that the organiza- 
tion which has been built up to conduct 
this Congress will not be permitted to dis- 
solve. On matters of common interest to 
accountants there is at present an urgent 
need to have some form of central authority 
—a voice which can speak for all account- 
ants when the occasion arises. 


COMMENTARY BY R. K. YORSTON 


1. Although I disagree with some of 
Mr. Young’s findings, I should like to 
congratulate him on the _ provocative 
nature of the paper. His diagnosis of our 
trouble is sound; it is parts of his pre- 
seription I would dispute. 

2. Whether or not we are adjudged a 
profession depends mainly upon what we 
accomplish in education. Professional 
status presupposes an educated member- 
ship. Accounting has already, I suggest, 
reached professional status. The Encye- 
lopaedia of the Social Sciences states: 

“The profession of accounting has 
become established on a par with law, 


medicine, and other learned profes- 
sions. The varied accounting activi- 
ties involve public interests and re- 
quire assured ability, training and 
relizbility.” 
Accounting is one of the newer profes- 
sions —a profession which has evolved 
without the aid of a university education. 
3. The first complaint most educators 
in our field make concerns the paucity of 
the general educational standard of those 
entering the profession. This is, however, 
a matter over which we have little con- 
trel other than in, say, raising the en- 
trance standard, as suggested, to Leaving 
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or Matriculation standard. Whilst I agree 
with anything that tends to raise the 
standard of our vocation, I do not see at 
the present time how we can insist that 
all those desirous of becoming account- 
ants should matriculate before undertak- 
ing a job and their studies in account- 
ancy. This is a goal to be desired, but I 
am afraid its practical achievement is a 
long way off. From enquiries I have made 
I can reliably state that only one in every 
ten students who undertake accountancy 
studly has passed the school Leaving 
Certificate, a much smaller proportion 
matriculates. Can we afford to raise the 
entrance standard to inelude matricula- 
tion when the growth of our profession is 
even now retarded by lack of qualified 
members? Are we not foreed, by our ex- 
tremely rapid growth over the past 25 
years, into the position of finding means 
of attracting more able young people to 
adopt accounting as a profession? Is it 
possible to restrict the number of en- 
trants as Mr. Young suggests? 

4. If all are to matriculate and under- 
take a university course, I see no alterna- 
tive to our having two or more distinct 
grades of accountants. The one type will 
be university trained ; another, and by far 
the larger class, will be those unable to 
attend a university. Not only the lack of 
matriculation but the cost of a university 
course will be an effective barrier pre- 
venting many from attending a univer- 
sity. Is it desirable or undesirable to have 
various grades of accountants? 

5. If a youth leaves school at 17 or 18 
vears of age and enters an office he will 
have acquired three to five years’ prac- 
tical experience and possibly his account- 
ancy degree before another youth taking 
a three to. five years’ university course 
obtains his first practical experience. My 
query is—will the young man of 21 te 23 
years of age, with a university degree, 
be too old to commence his apprentice- 
ship in an office and how will he fit in 
with the other youth of about the same 
age who has obtained considerable prac- 
tical experience as well as_ theoretical 
training? This difficulty does not arise 
at present, as the number of university 
graduates entering commercial life is 
relatively small. May I suggest that the 
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lad who leaves school at 17 or 18 years 
of age, after serving his apprenticeship in 
an office and obtaining his accountancy 
qualification by means of evening studies 
(as he is permitted to do at present), will 
be much more promising material for 
university training in economies and ad- 
vanced accounting than the youth going 
straight to the university from high 
school, with no experience of business. 

6. | am opposed to the whole of the 
coaching for accountancy being canalized 
in the universities and technical colleges. 
Accounting is an intensely practical sub- 
ject and for proficiency needs an acquain- 
tance with the commercial world—it re- 
quires work in a living business and 
experience with actual account  keep- 


ing. The universities are unable to pro- 
vide, as they do for other professions, 
facilities to 
experience in 


tutorial 
practical 
world. 

7. Even 


take the place of 
the commercial 


assuming the universities do 
undertake the training in accountancy, 
I think it essential that the institutes 
retain control of the syllabus. 

8. Again, assuming the universities un- 
dertake the training, I suggest that ac- 
counting should not be a “Cinderella” in 
an Economics or Commerce Faculty, but 
if the training must develop under the 
wegis of a university it would be better 
for it to do so in the manner of, say, our 
Law School. 

9. I consider a much more practical 
solution to our educational troubles would 
be to regard the universities and tech- 
nical colleges as media for post-graduate 
study and not as the sole medium for 
elementary accounting instruction. 

10. The American Institute of Account- 
ants has undertaken considerable _re- 
search on what it calls an “Accounting 
Testing Programme,” the aim of which 
is to discern and test the potential ability 
of those aspiring to adopt our profession. 
Can we find out in advance whether a 
person should adopt accounting? If so, 
should we not take steps to do so? Would 
such a testing plan give better results 
than insistence upon a _ matriculation 
standard? 

11. I would have liked the paper to 
have dealt in greater detail with what 
the writer terms “post-examination” 
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study. In my opinion the main education 
in accountancy commences when a per- 
son qualifies and obtains his degree. 

12.1 am pleased that Mr. Young 
stressed his confidence as to the future of 
accountancy. It is my opinion that ac- 
countancy is a “coming profession,” al- 
though some are croaking with despair as 
to our future. The trend away from the 
liberalism of free enterprise towards a 
planned economy designed with the aim 
of providing equality of opportunity for 
all, coupled with social security services 
of a nature undreamt of even ten years 
ago will, they say, seal the doom of the 
accountancy “profession.” My view is the 
opposite. 
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13. I do not agree with all the sugges- 
tions made for alteration of the examina- 
tion syllabi. 

14. Accounting has developed mainly 
by an inductive method; from, practical 
experience a set of rules and procedures 
has been evolved and these we deduc- 
tively apply to meet particular cases. For 
that reason I suggest that more of the 
examinations should take the form of 
problems of a type met with in practice in 
which the candidate should be required to 
produce a written working along the lines 
of an accountant’s report to a client. , 

15. Mr. Young mentions the registra- 
tion of accountants. Instead of register- 
ing accountants, why not register the 
institutes? 


COMMENTARY BY H. G. MAGAARD 


1. Mr. Young’s paper is interesting and 
very provocative. There is one outstand- 
ing point on which I want to take up the 
cudgels with Mr. Young. 

2. He advocates that the whole of the 
coaching and examining for accountancy 


qualification should be passed over to 


the universities and technical colleges. 
This seems to me another phase of “social- 
isation.” The accountancy institutes 
pioneered examination and training stan- 
dards over the last fifty years, and now 
Mr. Young would have it that they should 
hand over the whole of their examining 
powers to the universities and technical 
colleges; but, in my opinion, his argument 
in support of such a step is not very 
convincing. 

3. It must not be overlooked that in the 
past the institutes have set high standards 
as far as accountancy training goes. Until 
recent years at least, university stan- 
dards, as far as practical accountancy 
preparation went, were lower than those 
of the institutes. The universities paid 
more attention to economics and other 
social studies, the practical value of which 
to the accountant is very much open to 
debate. I am not saying that the broad 
knowledge gained from a study of eco- 
nomics and social sciences is not desirable, 
but that is a matter for the individual to 
take up as a post-graduate study or as 
parallel study. 

4. As to Mr. Young’s remarks regard- 
ing the student studying in isolation and 


his reference to the majority of students 
who appear to receive their instruc- 
tion through correspondence courses — if 
trainees in the profession are to be denied 
the facilities of correspondence courses a 
great injustice would be done to many 
young folk. Accountancy students are not 
concentrated in the cities, but are spread 
over the length and breadth of the Com- 
monwealth and throughout the Pacific 
Islands. Many of these men must, of 
necessity, study by correspondence or be 
denied the privileges of qualification. 
Apart from that, there are many who 
prefer to study in their own time without 
the necessity of having to attend classes 
and lectures. In any case, the practical 
and real work in examination preparation 
must be done in the solitude of one’s own 
study. I have as yet failed to find any 
evidence that the accountant who quali- 
fies by correspondence tuition is any the 
less capable or efficient than the man who 
has attended the university or technical 
college, merely by virtue of having quali- 
fied by home study. 


5. Mr. Young says that he can find 
little to support the view that a candi- 
date seeking a true professional qualifica- 
tion must acquire practical experience 
during the course of his academic studies. 


6. I understand that in America, where 
much of the accountancy training is 
centred in the hands of the universities, 
great emphasis is being laid on the need 
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for students to get out into the commer- 
cial houses and accountants’ offices and 
acquire a practical viewpoint and actual 
experience during the course of their 
training. To my way of thinking, this is 
essential if the preparation for a pro- 
fessional career is to rest upon “wide 
knowledge rather than narrow training.” 
I have in the past discussed this aspect 
with executives at the B.H.P. Co. Ltd., 
who have perhaps the best organized 
scheme of staff training in Australia. The 
opinion that was expressed to me is that 
the man who undergoes a period of cadet- 
ship in which his training is closely linked 
with practical experience on the job, 
emerges as the most useful man to the 
organization. 

7. If the institutes are to abandon their 
powers aS examiners, it means that the 
institutes would eventually disappear. 
Students will obtain a university degree 
or a technical college diploma and that 
will be the end of it. It is the very fact 
that these governmental institutions do 


not attempt to provide for their students 
once they have qualified that is such a 


disadvantage. It is the post-graduate 
study which seems to me so important in 
a professional career. This is not catered 
for by any institution other than the 
recognized main institutes of accountants. 

5. | would be sorry to see the institutes 
abandon their control over examinations 
and standards, but I do agree that it is 
very desirable that the institutes should 
combine more closely to protect their pro- 
fessional status. The multiplicity of ac- 
countancy institutes is undoubtedly a 
menace to our professional status. The 
public cannot be expected to know the 
differences in institute standards or poli- 
cies and, consequently, the man who has 
an institute diploma for which he paid 
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two guineas is, in the eyes of the average 
man in the street, just as well-qualified 
to do his work as the one who earned his 
diploma by passing a rigorous examina- 
tion after many years of study. 

9. Some years ago, as the result of rep- 
resentations made by certain of the insti- 
tutes, I understand that the Registrar of 
Companies refused to register any more 
institutes of accountants in New South 
Wales. That was all very well, but we 
immediately found that new institutes 
were being registered at Canberra, and 
those mushroom bodies flourished as much 
as ever. 

10. The Act for the registration of pub- 
lic accountants brought into force by the 
N.S.W. Government does little or nothing 
to help. The only benefit that I can see 
emerging from it is to Consolidated 
Revenue to the extent of the registration 
fees collected from accountants, most of 
whom already pay regular subscriptions 
to one or more institutes. When this bill 
was introduced to Parliament, account- 
ants were presented with an opportunity 
for getting together and sponsoring a 
piece of worthwhile legislation for the 
benefit of accountancy standards, and it 
is not to their credit that they missed a 
golden opportunity. 

11. If nothing else comes from this Con- 
gress, it will have achieved a worthwhile 
goal, if as a result of these discussions, a 
central panel or committee is formed 
which can represent the interests of all 
the main institutes and speak for them 
with one voice; and I think no time should 
be lost in taking steps to achieve this 
objective before it is too late. It 
clear to us all now that the individual 
institutes want to preserve their separate 
identities, but that should not prevent 
them coming together to work for the 
good of their members as one body. 


seems 


COMMENTARY BY G. E. FITZGERALD 


1. I believe Mr. Young’s paper touches 
some of the fundamental problems of the 
profession today, and I am in complete 
agreement with most of the views he has 
expressed, but I propose to restrict my 
comments to two aspects, namely— 

(a) The desirability of closer associa- 

tion with the universities, and 

(b) The need for registration. 


Closer Association with the Universities 


2. The highly skilled and varied nature 
of the duties and responsibilities of the 
accountant as the result of rapidly in- 
creasing social and economic complexities 
is well recognized, but it may be ques- 
tioned whether the vast majority of our 
members are being properly equipped by 
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education and training to discharge those 
responsibilities efficiently. This is a mat- 
ter of more importance to the younger 
members of the profession who will be 
called upon to face more complex prob- 
lems than their predecessors did. 

3. In England the recognition of these 
increased responsibilities resulted in a 
closer association between the universities 
and the accountancy institutes leading, in 
1944, to a scheme prepared by a joint 
committee representing the universities 
and the institutes under which it is pos- 
sible to obtain .both a university degree 
and professional qualification within a 
period of 53 years. As Mr. Sewell Bray 
points out, “This marks the beginning of 
a great step forward which should do 
much to avoid the possible dangers of a 
mechanistic application of technique at 
the expense of a vital comprehension of 
underlying principles.” 

4.-The report of a conference of mem- 
bers of the Joint Standing Committee of 
the Universities and the Profession held 


in April last indicates that, despite diffi- 


culties of obtaining text books and 
teachers with required qualifications, the 
scheme is working satisfactorily. ‘‘Co- 
operation between the universities and 
the accountancy profession has proved 
mutually beneficial.” 

5. From the editorial in a recent issue 
of the Journal of Accountancy in America 
we are led to believe that a large per- 
centage of candidates for the certified 
public accountant’s certificate have col- 
lege degrees; nevertheless the editorial 
refers to the responsibilities of the pro- 
fession calling for “high intellectual 
ability” and expresses the view that at 
some future date it will be necessary to 
prescribe “A college degree as a _ pre- 
requisite for the certified public account- 
ant’s certificate.” But, in the meantime, 
everything possible should be done to en- 
courage those who would enter the pro- 
fession to prepare themselves adequately.” 

6. These comments relate to public ac- 
countants, sut I feel confident that non- 
practising members will not consider the 
nature of ‘their responsibilities warrants 
a lower standard of education. 

7. Whilst not advocating that we 
should restrict membership of the profes- 
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sion to those holding a university degree, 
I consider we should do everything pos- 
sible to encourage members “to prepare 
themselves adequately” and with this ob- 
jective in view develop a closer associa- 
tion with the universities. 

8. Mr. Young refers to the “sudden 
growth and expansion” of our profession 
and recognizes some of the dangers asso- 
ciated with such sudden growth by refer- 
ring to the “need of nourishment” for the 
“roots of accountancy.” If we are firmly 
to establish a claim to the status of a 
profession, it is essential that we develop 
and extend the higher branches of know- 
ledge within the profession. This can be 
done only by encouraging education of, 
and for, the profession in the broadest 
sense of the term and by providing oppor- 
tunities for and encouragement of re- 
search. If we adopt such a policy, our 
profession will develop, otherwise it will 
degenerate to the status of a calling con- 
cerned with the “mechanistic application 
of technique.” 

9. A closer association with the univer- 
sities in pursuit of such a policy would, 
as in England, prove “mutually beneficial 
to the profession and the universities.” 
Our younger members would be given the 
opportunity of benefiting from a univer- 
sity education with a wider understand- 
ing and a greater diversity of interests, 
while the universities could benefit from 
the development of accountancy as a cul- 
tural subject and from association of ac- 
counting research with research in social 
sciences. 

10. I cannot agree with Mr. Young that 
the establishment of a Chair of Account- 
ancy in the several universities should be 
kept in mind as a long-term objective. 
In my opinion it is long overdue, and I 
regard it as a serious reflection on the 
institutes that they have taken no active 
steps toward promoting even one such 


Chair. 


Control over Accountants 


Mr. Young has ably put forward the 
need for registration of accountants, and 
has drawn attention to the dangers asso- 
ciated with the neglect of the institutes 
to face up to this problem as evidenced by 
the Registration Act in N.S.W. 
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12. Unfortunately, it is not only in Aus- 
tralia that we find the profession organ- 
ized in such a bewildering multiplicity of 
associations. Carr-Saunders and Wilson, 
in referring to conflict between prac- 
titioners inside professional associations 
and those outside, say, “The outstanding 
instance of prolonged and insoluble con- 
flict is that afforded by the accountancy 
profession.” The solution they suggest is 
that put forward by Mr. Young. 

13. Many members of the profession in 
Australia are apt to regard registration as 
a monster that is to be feared—a monster 
that will destroy the institutes. Far from 
destroying them, a properly administered 
scheme of registration would enhance 
their status. 

14. Registration is essential in the in- 
terests both of the public and the profes- 
sion, but mainly in the interests of the 
publie. 

15. Without it, the institutes cannot en- 


sure that there is a disinction between 


the qualified and the unqualified person, 


they cannot exercise control over the 
standards of competency, and they cannot 
give the public a guarantee of honest 
service by the profession, for they are 
unable to take effective action in relation 
to admission to and expulsion from the 
profession. 

16. Registration should be viewed as a 
privilege which all qualified accountants 
are entitled to enjoy, so long as they con- 
form to the standards’ required by the 
profession, whether they be members in 
public practice or non-practising mem- 
bers. 

17. Under any scheme of registration 
there is the preblem of the unqualified 
person at the commencement of the 
scheme, but surely this is not an insur- 
mountable obstacle. It is a problem of 
the transition period, but the longer regis- 
tration is delayed the greater it becomes; 
in any case, it is better to have the un- 
qualified accountant under control by the 
profession than entirely unfettered as at 
present. 

18. I anticipate that the suggestion to 
grant registration to non-practising mem- 
bers of the institutes will be subjected to 
some criticism, but I believe that many 


The Australian Accountant 67 


of such members have responsibilities just 
as important as many practising members. 

19. In this connection I should like to 
draw attention to some remarks in the 
excellent comments by Mr. A. H. Barra- 
clough submitted to this Congress at yes- 
terday’s session. Referring to the internal 
auditor, Mr. Barraclough says— 

“The status of the member of the 
company’s staff in charge of the in- 
ternal audit is, I suggest, a matter of 
importance. I consider that the posi- 
tion of the internal auditor must be 
one of high seniority, otherwise the 
value of his work and that of his staff 
must necessarily be discounted, par- 
ticularly by the professional auditor.” 

20. Many other accountants engaged in 
the spheres of commerce and governmen- 
tal activity have responsibilities just as 
great. I see no reason why the accountant 
engaged in commerce or governmental 
activity should not be guided by any dif- 
ferent standards of ethics to those of his 
practising brethren. 

21. As Mr. Young points out, the pro- 
fession has been subjected to registration 
in some States in a form that could under- 
mine the institutes, and it may be intro- 
duced in others in a similar form. This is 
one of the most urgent problems facing 
the profession to-day, but, in my opinion, 
it is capable of a simple solution. 

22. No elaborate registration board is 
necessary, no separate examining auth- 
ority, no separate registration fee. If we 
are prepared to accepf the proposition 
that all accountants whether engaged in 
public practice, commercial pursuits or 
governmental activity are entitled to 
registration, I see no reason why it is 
necessary to prescribe any other qualifica- 
tion for such registration than member- 
ship of an accepted institute. 

23. That should be the qualification and 
the only qualification, and no addition to 
the list of accepted institutes should be 
permitted, except after a searching en- 
quiry into the status and qualifications of 
the members of any organization applying 
for registration. 

24. The roll of our members would then 
constitute the register. If a person’s in- 
stitute’s membership ceased for any rea- 
son, his name would be removed from the 
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register. Only registered persons should 
be entitled to use the designation of ac- 
countant, and, if considered desirable, 
existing distinctions need not be dis- 
turbed. The administrative expenses of 
keeping the register should be borne by 
the institutes. 

25. Certainly the problem of the un- 
qualified person would need to be met by 
admitting him to membership of an in- 
stitute, but this could be made _ pro- 
visional, with continuance of membership 
subject to obtaining minimum qualifica- 
tions within a specified time. Might I also 
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reiterate that it is preferable to have such 
a person undtr control by the profession 
than entirely unfettered, as at present. 

26. Such a scheme would also solve the 
problem of registration on a Common- 
wealth basis, provided we persuaded the 
State governments to accept it. 

27. I sincerely trust that the Councils 
of the various institutes sponsoring this 
Congress will give serious consideration 
to this matter with a view to reaching 
agreement and presenting a scheme for 
consideration by their members. We are 
indebted to Mr. Young for bringing it 
forward in his excellent paper. 





DEPRECIATION ON 


REPLACEMENT COST 


R. J. CHAMBERS 


The August, 1949, issue of The Aus- 
tralian Accountant, p. 309, reproduces an 
extract quoted in the January, 1949, num- 
ber of the Journal of Accountancy from a 
quotation, by George D. Bailey, in evidence 
before the Sub-Committee of the Joint 
Committee on the Economic Report from 
an editorial in Business Week. 

These few paragraplis have been quoted 
in so many places that one would expect 
them to be pregnant with significance, to 
answer at least some of the arguments of 
those who support the replacement cost 
basis in providing for depreciation. But, it 
is submitted, the extract is so lacking in 
logic that it is hard to understand why it 
has been quoted in so many journals, ex- 
cept perhaps to display its deficiencies. 
The writer would like to expose some of 
those deficiencies, for he fears that the ex- 
tract may mislead many into believing, 
or confirm many in their beliefs, in the 
system it is supposed to uphold, despite its 
lamentable lack of logic. 


Sympathy? 

“Fundamentally, we are inclined to 
sympathise with the attitude of . . . com- 
panies that want to allow for extra de- 
preciation before they give a figure for 
net income. A businessman thinks of 


himself as a going concern. And profit 
isn’t profit to him if he has to plough it 
back just to keep his plant intact. 

se 

Now, why are we inclined to 
pathize with any person or any point of 
view? We are not inclined to sympathize 
with things which we feel to be unfair, 
unjust or inequitable, whatever we un- 
derstand by fairness, justice or equity. 
No: we sympathise with people and with 
their views because we feel that there is 
some underlying justification for them, 
even though, at the same time, we are un- 
able to lay our hands on effective argu- 
ments which satisfy us that their views 
are the most reasonable. It is suggested 
that this applies in the present case. The 
writer of the editorial we are dealing with 
is not alone in his bewilderment. The 
pseudo-arguments, the counter-claims and 
the occasional real argument around this 
question are so prolific that few people, 
if any, will have considered the problem 
in its entirety. It is no wonder that the 
common reaction to the confused state of 
mind resulting from the current cross 
talk is to stick to something we are used 
to, something that we know —and to 
smother that disturbing “sympathy” with 
the Dutch courage of a_ time-serving 
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Depreciation on Replacement Cost—continued 
adage —“better the devil you know than 
the devil you don’t.” Our conservatism 
triumphs. 


Indifference or Personal Conservatism? 


There is also another reason why we 
may sometimes feel an ineffective sort of 
sympathy: and that is when we recognize 
the virtue in another’s point of view; but, 
because of the bonds of professional or 
social custom and tradition, we feel in- 
disposed to meddle. Again this might 
very well apply in the present case. The 
business manager’s point of view is not 
represented by anything like the same 
volume of material as is the traditional 
accounting viewpoint. Management as 
such is very largely inarticulate. There 
are no strong bodies representing the 
opinion of managers; but let anyone con- 
sider the practitioners and the practices 
of accounting, and he will soon learn how 
closely they adhere, by a mutual consent 
which almost amounts to a faith, to the 
practices of their professional ancestors. 
So, in the present case, the writer says 
we may sympathize, but... ; but we must 
not be led astray, for the accounting pro- 
fession is a widespread phenomenon, and 
the consequences of assailing its estab- 
lished practices are too terrible to con- 
template. This, at least to me, is the im- 
plication of the quoted editorial note. 

‘The conclusion drawn from this first 
part of the extract is that ineffective sym- 
pathy, such as is implied, is the product 
of indifference to the demands business 
problems make on the reasoning capacity 
of accountants, or the product of a slavish 
adherence to traditional forms. In either 
ease we are convicted of a form of con- 
servatism which compares unfavourably 
with the questing spirit of scientific 
inquiry. 

If, of course, we admit no sympathy, 
the matter would be quite different. But 
very few supporters of the historical-cost 
basis deny categorically the validity of the 
current value point of view; so that the 
above argument seems to be of fairly 
general application. 


System? 


“First, there is no systematic or gener- 
ally recognized way of doing it. Nobody 
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knows what replacement costs will be in 
the future .. . Hence any allowance now 
has to be arbitrary.” 

These are really quite pointless argu- 
ments for refusing the replacement-cost 
basis. The writer says, firstly there is no 
systematic way ... As if there is at present 
a systematic way of providing for depre- 
ciation. Now it is true that present ac- 
counting practice may be said to be sys- 
tematic in that it abets the computation 
of depreciation provisions on a mathe- 
matical formula year after year. But this 
is no virtue. Depreciation is not only a 
bookkeeping phenomenon! It is a real 
feature of business which must be met 
occasionally by severe cuts in the venture 
capital of business undertakings. And it 
must be so met because the accounting 
treatment of depreciation is quite unsatis- 
factory and inadequate. 

To treat depreciation as a time-cost— 
and that is the effect of all methods in 
which the provision is not based on physi- 
cal output or usage of productive facili- 
ties—may be systematic, if by systematic 
we mean regular, thoughtless or auto- 
matic. We must decide whether account- 
ing is to be systematic in this sense, and 
therefore highly unrealistic and even ir- 
rational; or whether we would have ac- 
counting to be realistic even if it fails to 
conform with this type of regularity. I 
would much prefer to abandon systematic 
ways, if “system” is their only claim to 
recognition. 


Tradition? 

As an alternative to systematic ways, 
of course, we have “generally recognized” 
ways. This too is no argument. If we 
study the origins of almost every particu- 
lar aspect of modern technology we will 
find a time when what is now “generally 
recognized” practice was once rank 
heresy. We should not be fooled by what 
is generally recognized; in fact, what is 
generally recognized might well be an ob- 
ject of our suspicion, for general recog- 
nition suggests something which appeals 
to an emotional or non-rational element 
in our character, rather than something 
appealing to our reason. 

Abiding by what is generally recog- 
nized is only another way of pandering to 
our conservatism or, to put it more 
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bluntly, our inertia. A profession worth 
its salt cannot indefinitely accept what 
has been generally recognized in the past. 
It must contain within itself the germs of 
change, if its virility, its capacity to serve 
in a changing environment, is to go 
undisputed. 


Uncertainty? 

Between the two sentences quoted in 
the last extract above occurs the remark, 
“Nobody knows what replacement-costs 
will be in the future,” followed by “Hence 
any allowance now has to be arbitrary.” 

I have yet to learn how the straight-line 
method or the reducing-balance method 
or any other method not based on physi- 
eal usage is anything else but arbitrary. 
The fact that a formula exists for deter- 
mining the provision does not make it any 
less arbitrary. Admitting there is no arbi- 
trariness about the initial cost, both the 
effective life and the scrap value of a 
piece of equipment are quite unknown; 
unknown in exactly the same sense as 


replacement costs are unknown. Clearly 
there is no difference in arbitrariness 
between the accepted method and its 
alternative. 


Incompleteness! 


The quoted editorial proceeds: “And 
when you start making arbitrary adjust- 
ments you open the door to all sorts of 
trouble. The financial statement becomes 
less and less an unbiased report of what 
happened during the year and more and 
more a picture of what the company 
officers want the stockholders to think 
happened.” 

This may be criticized along three main 
lines. Firstly, it implies that conventional 
statements are unbiased. They are not. 
They are compiled almost universally on 
the notion of conservatism, a bias against 
short-term investors and for the benefit 
of long-term investors, and favouring 
creditors as compared with investors. 

Secondly, it is implied that conven- 
tional statements report categorically 
what has happened during the year. They 
do not. They do not report, for example, 
how much of the profit of an undertaking 
is trading profit and hew much is illusory 
gain or loss due to changes in purchasing 
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power of the accounting unit. Conven- 
tional statements conceal these important 
fconomic realities; the replacement-cost 
idea does attempt to keep up with them. 

Thirdly, it is implied that there is no 
check on what companies report to their 
members that would prevent members 
being hoodwinked. The sentiment may suit 
Business Week, but it should hardly be 
tolerated by the accounting profession, 
whose. members claim to prevent, and on 
whose members there has been imposed a 
legal obligation to prevent, misleading 
statements being published. 


Monkeying with the Books? 


This is the last point I wish to take. “As 
soon as you abandon the strict rules of 
accounting you lay yourself open to a 
charge of monkeying with the books—no 
matter how good your intentions are.” 

Suspicion may be aroused if disclosure 
is incomplete or if only isolated uncer- 
takings adopt the procedure of adjusting 
accounts to reflect changing values. That 
however, should be only a minor con- 
sideration if the correct thing to do is to 
show the effects of changing values. Oue 
way of avoiding the charge of monkeying 
with the books, of course, would be for 
the whole profession to adopt, and for 
businessmen to adopt, a new style of re- 
porting showing the effects of changes 
in purchasing power of the accounting 
unit. The task of convincing those two 
vast bodies of people is Herculean. 

Individual firms could make the change, 
however, without attracting unnecessary 
suspicion, I believe, provided they 
showed, while accustoming members to 
the new form, a reconciliation of the new 
figures with what would have been ob- 
tained under the old system. 

* * * 

Resistance to change is always strong 
and is frequently bolstered by quite ir- 
rational “argument.” While ever nebulous 
argument and thinly veiled error befog 
the discussion of business. realities, ac- 
counting will make little progress. The 
statement of the case for historical cost in 
the editorial of Business Week is so full of 
illogical or untrue statements and implica- 
tions that it seemed important to drag 
them out, give them full publicity, reveal 
their lack of substance. That was my aim. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


ACCOUNTING THEORY 
Perhaps the outstanding characteristic 
of accounting literature in the last decade 
or so has been increasing attention to the 
philosophical basis of accounting. On this 
aspect, one of the most interesting articles 
we have seen recently is Mr. T. R. John- 
ston’s article on the Nature and Purpose 
of Accounting in The Accountants’ Jour- 
nal (New Zealand) for September, 1949. 
This is an unusually thorough examination 
of recent developments in accounting 

theory. 

Another article which has particularly 
attracted our attention is Mr. Edward G. 

4 


Nelson’s in The Accounting Review, 
October, entitled Science and Accounting. 
Mr. Nelson raises the questions whether 
accounting is a science or an art; whether 
it is based on principles or good practices; 
what are the functions of accounting asso- 
ciations in the for ‘‘aeccounting 
truths’’; and how can individual account- 
ants reconcile their faiths with the 
developed. by accounting associa- 
The article traces the currents of 
the United States 


search 


own 
codes 
tions ? 
accounting thought in 


during the twentieth century on those and 


associated questions. 


ACCOUNTING AND ECONOMIC CONCEPTS 


At long last accountants seem to be get- 
ting to grips with the difficult problems 
which are to be found on the borderline 
between accounting and economics. Several 
articles in recent issues of overseas jour- 
nals discuss aspects of these problems. In 
The New York Certified Public Account- 
ant, October, John N. Myer discusses 
Depreciation and the Maintenance of 
Capital. In The Economic Journal, Sep- 
tember, T. H. Silecock on Accountants, 
Economists and the Valuation of Fixed 
Assets, urges the adoption of a novel pro- 
cedure. Emphasizing the point that the 
writing up or down of assets to concur 
with changing real values would reflect a 
change in accounting convention and not 
profits or losses, he advocates the issue, as 
a supplement to each year’s balance sheet, 
of a memorandum assets revaluation state- 
ment. Every balance sheet would then be 
based on the previous year’s memorandum 
assets revaluation statement, so that, in 
effect, the previous year’s replacement 
value would take the place of historical 
cost as the basis for computation of depre- 
ciation provisions. 

The Accountants’ Journal (New Zea- 
land), October, contains a report of the 
decision in an application for increased 
fares by a ferry company, in the course of 
which it was argued that depreciation 


should be allowed for on the replacement- 
cost basis. The decision quoted with ap- 
proval the recommendation of the Institute 
of Chartered Accountants in England and 
Wales, but agreed that the necessity for 
setting aside reserves for increased replace- 
ment cost of fixed assets is a proper matter 
for consideration when assessing a reason- 
able quantum of profit. 

Four articles in The Accounting Review, 
October, deserve special attention. These 
are Contemporary Theories of Corporate 
Profits Reporting, by D. H. Mackenzie; 
Depreciation Accounting under Changing 
Price-Levels, by Harvey M. Spear; Con- 
sistency and Changing Price-Levels, by J. 
Fred Weston; and The Traditional versus 
the Cost Accounting Concept of Cost, by 
L. J. Benninger. 


D. H. Mackenzie sets out to answer the 
allegation that accountants are contribut- 
ing to inflation by not accounting for 
economic values. Accountants could, he 
thinks, account for market values, but it 
would be costly. The necessary informa- 
tion could be shown in collateral notations 
without interfering with orthodox account- 
ing method, but the question remains: Who 
wants this information, and what real use 
could be made of it? Stabilized Account- 
ing, as advocated by H. W. Sweeney, is the 
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only adequate method yet suggested for 
reporting real income. As a_ general 
method of reporting profits, however, it is 
of ‘‘academic’’ interest only, and there are 
objections to it. Price-index numbers are 
not sufficiently accurate, the nature of the 
purchasing power to be measured is very 
intangible, and the information so pro- 
vided would be of little use to anyone. He 
‘*does not believe that any evidence has 
yet been advanced, or will be, to the effect 
that depreciation based on replacement 
cost would enable accounting to do a better 
job than is now being done.’’ Estimated 
increased cost of replacement of fixed 
assets can best be handled by appropria- 
tions to reserves. 

Harvey M. Spear takes a somewhat 
similar line. ‘‘The problem of anticipated 
added costs of replacements in the future 
must not be incorporated into depreciation 
accounting; it should be the problem of 
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financial management and not of the ae- 
countant.’’ J. Fred Weston, though taking 
what he calls ‘‘a neutral attitude’’ on the 
question whether accounts should be stabil- 
ized in the way suggested by H. W. 
Sweeney, thinks that stabilization is an in- 
complete solution, and that the use of 
special price-indexes presents difficulties of 
construction which may not be successfully 
solved. 

L. J. Benninger points out that the 
traditional accounting concept of cost has 
to do with cost in terms of monetary out- 
lays. It has largely rejected the theory 
that costs should be measured in terms of 
current purchasing power. On the other 
hand, the cost accounting concept is still in 
process of evolution; the logic of cost ae- 
counting seems to embrace costs measured 
in purchasing power, but, though this 
thought is expressed in cost accounting 
theory, it has not been applied to any great 
extent in cost accounting practice. 


PRESENTATION OF FINANCIAL STATEMENTS 


In The Accountant, of the 27th August 
and the 3rd September, F. W. Fea dis- 
cusses the Presentation of Accounting 
Statements for Management. His paper 
deals with the art of presenting and in- 
corporating financial statements, under the 
headings Comparisons, Appropriate Analy- 
sis, Simplicity, Uniformity, Accuracy and 
Speed, and Reports and Follow-up. The 
paper contains a useful schedule showing, 
in respect of nineteen kinds of financial 
statements, to whom they should be ad- 
dressed, what additional copies are re- 
quired, the nature of the information con- 
veyed, the purpose of the statement, and 
the frequency with which it should be 
prepared. 

The Accountant, of the 3rd September, 
contains a Memorandum by the Council 
of the Institute of Chartered Accountants 
in England and Wales to the Board of 
Trade, on points arising under the 1948 
Act which the council thinks should be 
considered by the Board of Trade on re- 
vision of the Act or the Eighth Schedule. 
The Council has not considered it neces- 
sary to make any representations for early 
amendments, particularly as the Board of 


Trade will readily consider whether the 
statutory requirements can be modified in 
the case of any particular company. Points 
dealt with in the memorandum include 
questions arising out of the provisions of 
the Act or the Schedule relating to return 
of allotments, treatment of share premiums 
on amalgamation, exempt private com- 
panies, general meetings held without nor- 
mal notice, circulation of accounts and 
directors’ report, appointment of auditor, 
directors’ emoluments, jurisdiction in 
winding-up, annual returns, balance-sheet 
grouping of assets, movements of pro- 
visions and reserves, taxation, auditor’s 
remuneration, and requirements in cases in 
which group accounts are not submitted. 
In The Journal of Accountancy, Septem- 
ber, C. E. Jarchow describes How Account- 
ing and the Public Relations Department 
Work Together at International Harvester. 
Accountants, he maintains, must bear the 
principal responsibility for clear, full, 
frank, and objective disclosure, which is 
most important from the stand-point of 
public relations. There are common de- 
ficiencies in published financial statements 
as to adequacy and uniformity in classi- 
fication of expenses, meanings of technical 
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words, and methods of determining earn- 
ings. The same issue of The Journal of 
Accountancy also contains a preliminary 
survey by the Research Department, 
American Institute of Accountants, of the 
pros and cons of suggestions that estimated 
current values of inventories should be’ 


disclosed in published financial statements. 
The institute’s committee on accounting 
procedure is to issue a bulletin later, and 


ACCOUNTING FOR 


The New York Certified Public Account- 
ant, September, has four articles on 
accounting for retail inventories. Herman 
F. Bell discusses the LIFO or FIFO 
Method of Inventory Determination with a 
Special Reference to Retailers; Joseph 
Sandler examines Problems in taking and 
verifying Physical Inventories in a Retail 
Enterprise as to quantities; Alfred R. 
Marks deals with Underlying Problems in 
Determining Valuations of Inventories of 
Retailers ; and Mitchell F. Munder discusses 
Verification of Inventory Prices in connec- 
tion with the Audit of a Retail Company. 


In the samé issue of The New York Cer- 
tified Public Accountant, Jack Friedman 
deals with Minimum Inventory Control in 
the Apparel Industries, and Max Goodman 
with Inventory Control off Premises in 
the Clothing Manufacturing Business. 


Stock-in-trade is also receiving close at- 
tention in England. In The Accountant of 
the 8th and 15th October, G. L. Myers 
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the purpose of this preliminary survey is 
to explore the field, and to invite members 
of the institute to express their views for 
consideration by the committee. 

In The Journal of Accountancy, Octo- 
ber, Stewart Yarwood MeMillen, in an 
article entitled Depreciation and High 
Costs: The Emerging Pattern, examines 
experiments in recent years with changed 
depreciation practices by several major 
T'nited States corporations. 


STOCK-IN-TRADE 


deseribes systems of Stock Control in 
Retail Department Stores, and in The Ac- 
countant of the 20th August the second 
part of a lecture by Garfield G. Goult on 
Stock-in-Trade and the Auditor appears. 
The first part of the lecture was in the 
issue of the 13th August. The second part 
continues the prevjous discussion on 
auditor’s responsibility and audit pro- 
cedure in relation to stock. It is particu- 
larly notable that the writer believes that 
the auditor’s responsibilities under the 
U.K. Companies Act 1948 in relation to 
stocks have been greatly enlarged, and that 
English auditors may run considerable risk 
if they rely on past cases, particularly the 
Kingston Cotton Mill case. 

An article in The Canadian Chartered 
Accountant, September, on Consolidated 
Accounts, by Kenneth F. Byrd, should be 
of particular interest to students. It illus- 
trates a logical method of preparing con- 
solidated accounts with a minimum of 
working papers. 


HISTORY OF ACCOUNTING 


A very interesting short article by Arch. 
Rounsaville in The Journal of Account- 
ancy, September, is entitled Some Little- 


Known Facts about How Accountancy got 
to be What it is To-day. 


EDUCATION, TRAINING AND SELECTION OF ACCOUNTING PERSONNEL 


Considerable space is given in The 
Accounting Review, October, to the place 
of accounting in business education in the 
universities. George W. Robbins, writing 
on A Pattern for Professional Business 
Education, deals with the special task of 
the professional business school in the 
university. ‘‘Too little attention,’’ he says, 
“has been paid to defining the place of 


business education in university education : 
too much reliance has been placed, on the 
one hand, on the liberal arts traditions, 
while over-emphasizing, on the other, the 
strictly vocational preparation of students.” 
Donald J. Emblem, on Accounting in the 
Professional Business Curriculum, puts 
forward a plan for a five-year programme 
for professional accounting training. Four 
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years would be spent on the basic account- 
ing curriculum, with more time being de- 
voted to study in allied fields. The fifth 
year would be given over to a thorough 
study of professional accounting problems 
as well as a careful consideration of con- 
temporary accounting thought. 

David A. Revzan, on What is a: Balaneed 
Curriculum in Accounting? says the dual 
responsibility of accounting education is 
*“‘development of capably trained citizens 
as well capably trained professional spe- 
cialists.’’ He concludes that ‘‘No school of 
business anywhere is going to be able to 
provide any of its students with a hand- 
book of answers to every problem that each 
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will have to face in his business career. 
But each school can and should emphasize 
again and again the virtues of an inquir- 
ing mind, of a capacity for thorough ob- 
jective analysis, and of the development of 
a keen sense of judgment. And with these, 
it must give its professional specialists a 
breadth of vision that can best be called a 
recognition of the importance of imagina- 
tive leadership.’’ 

In’ The Journal of Accountancy, Octo- 
ber, Harold R. Caffyn, chairman of the 
American Institute of Accountants’ com- 
mittee on selection of personnel describes 
the vocational testing methods for account- 
ing students which are now in use at 150 
colleges in U.S.A. 


COST ACCOUNTING 


The main articles on cost accounting 
which have come under notice since our 
last series of notes in this column are— 
The New York Certified Public Account- 

ant, September : 

Budgeting in the Apparel Trade, by 

Locke Grayson, and 
Accounting for Excessive Labour Costs 
in the Clothing Industry, by Samuel 
S. Ress. 
The Cost Accountant, Septembcr : 

Incentives, by D. F. Evans-Hemming. 
The Cost Accountant, October : 

Cost Control, by F. Clive de Paula. 

Cost and Management (Canada), July/ 
August : 
Cost Reduction through Cost Control, by 
H. A. Nurrish. 

In this article it is pointed out that, 
though current outputs in Canada are 
high, profits are low, and break-even points 
at a high level. This dangerous situation 
stresses the need for cost control. By far 
the greater number of up-to-date cost in- 
stallations in Canada is now on the stan- 
dard cost basis. The article describes the 
use of standard costs for control purposes. 

Cost and Management (Canada), July/ 
August: Efficient Management through 


Cost Control, by H. 8. Ireland. The article 
deals with the responsibility of the ac- 
countant to assist in convincing all con- 
cerned in industry, including operatives, 
that profit, properly used, is ‘‘the life- 
giving force which makes possible a con- 
stantly continuing improvement in our 
standard of living’’; and in influencing the 
proper persons to take effective action to 
maintain or improve profits. 

Cost and Management (Canada), Sep- 
tember: The Foreman’s Part in Cost Re- 
duction, by A. M. Patience. ‘‘ Waste con- 
trol is cost control, and it is quite apparent 
that the foreman has a very important part 
in cost control, and hence cost reduction, 
because costs must be controlled before 
they can be reduced.’’ The article describes 
in some detail methods of control of waste 
of all kinds. 

The Accountant, 3rd, 10th and 17th 
September: Control of Administration and 
Selling Expenses, by K. W. Bevin. This 
article is an illustration of the mechanics 
of budgetary control of expense. 

The Accountant, 5th November: A con- 
tributed article on unit costing for 
hospitals. 


MECHANIZED ACCOUNTING 


Two interesting articles on mechanized 
aceounting are— 

Canadian Chartered Accountant, August: 
Aécounting Machines and their Applica- 
tion, by C. W. Saddington; and 


The Accountants’ Magazine (Edin- 


burgh), November: Typewriter Account- 
ing Machine Principles, by J. W. E. Ben- 


nison. 
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The Journal of Aecountancy, October, 
has the first of two articles by Leon E. 
Vannais on The Accountant’s Responsi- 
bility for Making Punched-Card Installa- 
tions Successful. The article contains a 
description of the principles of the opera- 
tion of punched-card accounting, and its 
application to such specific aspects as 


order and sales accounting, pay-roll ac- 
counting, and sales statistics. 


AUDITING 


A Case Study of Internal Auditing in a 
Meat Packing Concern, by A. J. E. Child, 
appears in The Canadian Chartered Ac- 
countant, September. Aspects covered are 
internal auditing of accounts payable, ac- 
counts receivable, inventories and special 
assignments, such as an enquiry into the 
whole accounting procedure of a subsidiary 
concern, and a surprise check of truck 
deliveries. 

In Cost and Management (Canada), 
September, E. P. Priebe discusses Internal 
Control Through System Design. The 
article covers internal control of cash, ac- 
counts receivable, inventories, fixed assets, 
and accounts payable. 


PROBLEMS OF THE 


In The Accountants’ Journal (New Zea- 
land), August, a prize essay by R. C. 
Stewart appears on Costing for Fees in a 
Public Accountant’s Office. Hugh T. 
Nicholson, in The Accountant, 10th Sep- 
tember, deals with some problems of 
general practice, including technical prob- 
lems arising from the 1948 Companies Act, 
such as accounting for depreciation of 
fixed assets, exceptional and non-recurring 
items and future taxation; other technical 
problems, such as executorship and trustee- 
ship, partnership goodwill, and bonus 
schemes ; and non-technical problems, such 
as the training of articled clerks, keeping 
up-to-date technically and general office 
problems. 

In The Journal of Accountancy, Septem- 
ber, Harold I. Schlenker describes A 
Simple, Effective Cost Accounting System 
for a Public Accountant’s Office. An 
editorial note describes the article as one 
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In The Accountant of the 17th and 24th 
September and the 8th October, an article 
by T. Coleman Andrews on Audit Pro- 
cedure in U.S.A. contains interesting com- 
ments on the desirability of restricting 
practice by non-qualified persons, and a 
review of the development of auditing 
standards. 

Lawrence L. Vance in The Journal of 
Accountancy, September, describes the use 
of statistical method to determine whether 
sampling for the purpose of test-checking 
is an adequate representation of the 
general character of the whole field from 
which the sample is taken. 

In the same issue of the Journal, Frank 
B. Nicholson has a useful article on How 
to Write Effective Internal Auditors’ 
Reports. 

In The Journal of Accountancy, October, 
Martin L. Fleischman discusses the audit- 
ing problem of the small practitioner and 
the personal supervision technique which 
is necessary in cases where internal control 
is weak or non-existent, the bookkeeping 
records are poor, the client is not willing to 
pay for a complete job, and there is some 
antagonism towards the auditor on the 
part of the staff. 


PUBLIC ACCOUNTANT 


which may provide ‘‘boots for the shoe- 
maker’s children.’’ 

The addresses of journals mentioned in 
this series of notes are: 


The Accountent, 
42 Baker Street, 
London, England. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1. 
The Accountants’ Magazine 
(Edinburgh), 
4 Rothesay Place, 
Edinburgh 3, Scotland. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, 
Wisconsin, U.S.A. 
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The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
Ontario, Canada. 
The Cost Accountant, 
63 Portland Place, 
London, W.1, + 
England. 
Cost and Management (Canada), 
66 King Street East, 
Hamilton, 
Ontario, Canada. 
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The Economic Journal, 
Royal Economie Society, 
4 Portugal Street, 
London, W.C.2, 
England. 


Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., 
U.S.A. 
The New York Certified Public 
Accountant, 
677 Fifth Avenue, 
New York 22, N.Y., 
U.S.A. 


ARTICLES IN COST ACCOUNTING 
JOURNALS 


H. F. Fox, F.c.A.a. 


BEAR DOWN ON PRODUCTION COSTS 


(By Allan H. Morgensen, in ‘‘ Factory Management and Maintenance,’’ 
U.S.A., July, 1949.) 


The third article in Factory’s series un- 
der this heading has been written by its 
Consulting Editor, who arrests his readers 
with these words in the opening para- 
graph: 

**Cost reduction has always meant just 
one thing to me —elimination of waste. 
Waste of time. Waste of energy. Waste 
of materials.’’ 

Then, with little further ado, a task is 
thrown into the laps of the cost accountants 
by the statement that management cannot 
take adequate corrective action unless the 
relative facts and figures are made avail- 
able to it. 

After these preliminary remarks the 
writers discusses in a practical way his ap- 
proach to the problem, subdividing them 
into five steps, viz. : 

(1) Pick a job to improve: Types of jobs 

which may especially invite cost 
reduction are suggested. 


(2) Make a process chart: This involves 
the recognition and examination of 
every operation and delay in the 
process. Specimen charts are pro- 
vided. 
Challenge every detail: Why is it 
done? Are the place, time and 
sequence of doing it all that can be 
desired? Could it be done by some- 
body else or in a better manner? 
Those are some of the challenges 
suggested. 
Work out a better method: The pos- 
sibility of entirely eliminating a 
step in the process is not overlooked. 
Apply the new method: Stress is 
laid on the importance of review- 
ing the new method carefully before 
it is introduced, and attention is 
focused on the technical and human 
problems. 

The article is supported by three well- 
illustrated case studies. 


(9) 
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CONTROLLING BREAK-EVEN POINTS 


(By Fred G. Gardner, in ‘‘ Factory Management and Maintenance,’’ 
U.S.A., July, 1949.) 


Much has been written both in Australia 
and overseas during recent years on the 
subject of break-even points and profit 
graphs. This article is another which is 
worth careful study. It is written around 


a specific example, thereby adding to its 
usefulness, but making it unsuitable for 
those who merely desire to scan it in a 


relatively brief time. 


COST BULLETIN, No. 28 


(Published by the Australasian Institute of Cost Accountants, 
September, 1949.) 


Too much introspection may be harmful, 
but a moderate amount can proye bene- 
ficial, and Cost Bulletin No. 28 could well 
be considered as a not excessive dose. It 
comprises two articles in which the cost 


accountancy profession is analysed and re- 
viewed with critical eyes. The authors, 
Mr. G. Wright, A.I.C.A., A.C.A.A., and 
Mr. G. L. Macdonnell, B.Com., are both 
well qualified to handle this difficult task. 


LEGAL SECTION 
R. E, eh 


AGENTS’ RIGHT TO COMMISSION 


In the past twelve months there has been 
a number of reported cases dealing with 
the right of agents to commission. 


“Able” to Purchase 

In Dennis Reed Ltd. v. Nicholls, [1948] 
2 All E.R. 914, the question at issue was 
whether the person introduced by the 
agent was ‘‘able’’ to purchase. 

By a contract in writing, the owner of 
certain house property instructed a firm 
of estate agents ‘‘to procure for me a 
person able, ready and willing to purchase 
my property at the price of £2,900 
O.N.O. [or near offer],’’ and undertook to 
pay them commission on the introduction 
of such a person making a firm offer to 
purchase at the price required. Lynskey, 
J.. held that ability to purchase within 
the meaning of the contract did not depend 
on whether the purchaser had the money 
in hand at the time of his introduction to 
the purchaser, but it was sufficient if the 
agents proved that, if the vendor had been 
ready and willing to carry out his contract, 
the purchaser could have found at the 
proper time the necessary money to per- 
form his obligation. 


Purchaser Able and Willing to Complete 


In E. H. Bennett and Partners v. Mil- 
lett, [1948] 2 All E.R. 929, the facts were 
that after an interview with the defendant 
at which they were instructed to sell the 
defendant’s house, the plaintiffs, a firm of 
estate agents, wrote to the defendant: ‘‘ We 
confirm that in the event of our intro- 
ducing a purchaser who is able and willing 
to complete the transaction, our commis- 
sion will be in accordance with the recog- 
nized scale... °’ The Court held as a fact 
that these words were the basis of the con- 
tract between the parties. The plaintiffs 
introduced a prospective purchaser, whom 
the Court found to have been at all times 
able and willing to purchase, but the de- 
fendant refused to complete. It was 
argued by the defendant that the quali- 
fication of the word ‘‘purchaser’’ in the 
plaintiffs’ letter —‘‘able and willing to 
complete the transaction’’— was otiose and 
should be struck out, and, therefore, the 
plaintiffs had not performed the contract 
until they had introduced a purchaser who 
actually completed the purchase. Hilbery, 
J., held that the expression ‘‘a purchaser 
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who is able and willing to complete the 
transaction’’ meant, not a person who did, 
in fact, ultimately purchase the property, 
but one who was prepared to purchase it 
at the seller’s price, and, as the estate 
agents had found such a person, they were 
entitled to their commission. 

In a Victorian case (Scott v. Willmore 
& Randell, [1949] V.L.R. 113) a vendor 
requested estate agents, to ‘‘sell’’ his pro- 
perty for him and agreed to pay the 
ordinary estate agents’ commission. The 
agents procured a person to sign a con- 
tract of sale and the vendor also executed 
the contract. The trial judge was not satis- 
fied that the purchaser was able to com- 
plete the purchase by paying the balance 
of purchase money at the due date and 
disallowed the agents’ claim for commis- 
sion. The Supreme Court held, allowing 
the agents’ appeal, that they were entitled 
to commission on the execution by vendor 
and purchaser of the contract of sale. 


February, 1950 


Agent’s Authority to Make Particular 
Contract 

In Wragg v. Lovett, [1948] 2 All E.R. 
968, the Court of Appeal said: ‘‘ We must 
not be understood as suggesting that when 
a vendor merely authorizes a house agent 
to ‘sell’ at a stated price he must be taken 
to be authorizing the agent to do more 
than agree with an intending purchaser 
the essential (and, generally, the most 
essential) term, i.e., the price. The making 
of a contract is no part of an estate agent’s 
business, and, although, on the facts of an 
individual case, the person who employs 
him may authorize him to make a contract, 
such an authorization is not lightly to be 
inferred from vague or ambiguous lan- 
guage.’’ In this particular case, it was 
held on the facts that the vendor was satis- 
fied to allow the estate agents to make 
whatever contract they thought best and 
that the agents therefore had authority to 
make the particular contract which was in 
question. 
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EDITORIAL NOTE 

From time to time there will appear in this section answers to the papers 
which are set for the examinations of the Commonwealth Institute of Accountants. 
These answers will be prepared by a member of the Institute who has had a wide 
experience in the teaching of accountancy, and it is hoped that they will prove a 
help to students who are preparing for the examinations of the Institute. 

It must be emphasized that the opinions expressed in these answers are not 
to be taken as official nor in any way representing the views of the Board of 
Examiners of the Institute; they will be the views of the member preparing them. 


MODEL ANSWERS 


**Scriptor’’ 


COMMERCIAL LAW I 


Examinations: October, 1949. 
1, What do you understand by the following: 
(a) Continuing guarantee. 
(b) Equitable lien. 
(ce) Aceord and satisfaction. 
(d) Caveat emptor. 
(a) A continuing guarantee is more easily 
understood if compared with a single 


guarantee. If a guarantee reads, ‘‘ Let 
B have those goods, and if he doesn’t 
pay you, I will,’ this is a single 
guarantee, as it refers to one transac- 
tion only—i.e., ‘‘those goods.’’ Thus 
a single guarantee is one which is con- 
fined to or exhausted by a single 
transaction; whereas a _ continuing 
guarantee is one which, so far from 
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being confined to and exhausted by a 
single transaction, extends over a 
series of transactions, and the guaran- 
tor in such cases remains liable for all 
transactions contemplated until such 
time as the guarantee is revoked. So 
a guarantee reading ‘‘I do hereby 
guarantee the payment of goods to be 
delivered in umbrellas and parasols 
to J and E according to the custom of 
their trading with you in the sum of 
£200’’ is a continuing guarantee. 
Similarly, too, a guarantee for a bank 
overdraft is usually a continuing 
guarantee. 

This is a right conferred by law on 
one person to have the real or personal 
property of another applied to satisfy 
certain claims. Unlike a_possessory 
lien, an equitable lien is in the nature 
of a charge or encumbrance on pro- 
perty, attaching independently of 
possession, and binding on all persons 
who take the property with notice of 
the lien. A common example of such a 
lien is the lien which an unpaid vendor 
of land has over the land for the 
balance of the purchase money owing 
to him. Such a lien is enforced by sale 
after the court has declared the lien 
to exist and given permission. 

This is one way in which a contract 
may be discharged. If there is a 
breach of contract, the parties may 
agree that one shall give, and the other 
accept, something different from that 
which was originally required to be 
done. If this new agreement (accord) 
is actually carried out (satisfaction) 
the contract is discharged by accord 
and satisfaction. But there are two 
essential features—(1) there must be 
a breach of contract, and (2) the 
party in default must offer something 
different from that which he was 
bound to do under the original con- 
tract. So if X owes Y £500, and de- 
faults in payment, but then offers Y a 
ear in full settlement of the debt, 
which Y accepts, and X later hands 
over the car, the contract has been dis- 
charged by Accord and Satisfaction. 
A maxim meaning, ‘‘ Let the buyer be- 
ware,’’ which is now, because of the 
conditions and warranties implied by 
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the Sale of Goods Acts into contracts 
of sale of goods, of lesser importance 
than formerly. If, om a sale of goods, 
the buyer relies on his own skill and 
judgment in selecting the goods, and 
not on that of the seller, and if the 
seller is guilty of no misrepresentations, 
then the buyer has no redress should 
the quality of the goods be inferior. 
If, for example, X pays £15 for a vase, 
later found to be worth 15/-, X has no 
redress if the maxim applies. But it 
relates only to the quality of the goods, 
and not to the title to them. 

. “As a general rule, a person is bound by an 
agreement in which there exists an element of 
mistake.” (Yorston & Fortescue, “Australian 
Mercantile Law.”) Set out carefully and 
illustrate the exceptions to this general rule. 

(In handling questions of this nature, it 
is suggested that each exception be set out 
in the form of a heading, then explained 
and illustrated. ) 

There are five instances in which a mis- 
take may be recognized to be such as to 
mean that there is no real consensus ad 
idem between the parties, and in those — 
eases the contract is VOID for mistake. All 
these five exceptions relate to mistakes of 
fact, as a mistake of law has no effect upon 
a contract. The exceptions are as under: 
(1) Mistake as to the real nature of the 

contract (but not merely of the terms 
of the contract). If one party believes 
the contract to be of a nature entirely 
different from that which it actually 
is, he is not bound by it. So where A, 
an old man of feeble sight, was in- 
duced to sign a bill of exchange as 
indorser, being told, and _ believing, 
that it was a contract of guarantee, he 
was held not liable on the bill. 

Mistake as to the identity ef the per- 
son contracted with, where that per- 
son’s identity is material to the con- 
tract. If A contracts with B, in the 
belief that B is X, and if, moreover, 
A intends to eontract with X and with 
nobody else, then X’s identity is 
material, and if A is mistaken as to 
it he cannot be said to have given a 
genuine consent to the ‘‘contract’’ 
with B. 

Mutual mistake as to the existence of 
the subject matter of the ‘‘contract.’’ 
If A contracts with B to sell him his 
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3. 


house, both parties contract in the be- 
lief that the house exists; if, unknown 
to both of them, it has already been 
totally destroyed, there can be no real 
contract between A and B. 

Mutual mistake as to the identity of 
the subject matter of the contract. 
Here again both parties are mistaken. 
A agrees to sell B his car. A means 
to sell his Ford ear, but B thinks he 
means his Jaguar car. Here A means 
one thing and B another—there is no 
real agreement between them as to 
what constitutes the subject matter 
of the ‘‘contract.”’ 

Mistake of one party’s intention, 
known to the other. Normally, if A is 
mistaken as to the offer made to him 
by B, the contract is nevertheless bind- 
ing upon him. But if A is mistaken as 
to B’s offer, and if B knows it, the 
resulting ‘‘contract’’ is void for mis- 
take. So where A was selling tow and 
hemp by auction, he put up some tow, 
for which B made a bid in the belief 


that it was hemp. It was a reasonable 
bid for hemp, but extravagant for tow, 
and from this the auctioneer, A, knew 


that B had made a mistake. The court 
held that there was no contract be- 
tween A and B. 

By the Sale of Goods Acts of the various 


States, certain implied conditions apply to a con- 


tract 
intention is shown in the contract. 


unless a different 
Set out and 


for the sale of goods 


illustrate these implied conditions. 


The 


conditions which by the Sale of 


Goods Acts are (in the absence of contrary 
intention) implied into contracts for the 
sale of goods are as under: 


(1) 


That if the transaction is a sale the 
seller has the right to sell, and that if 
it is an agreement to sell he will have 
the right to sell the goods at the time 
the property in them is to pass. This 
implied condition ensures that a good 
title to the goods will pass to the 
buyer, and if the seller is able to pass 
on no title he is liable to the buyer in 
damages. 

Where there is a contract for the sale 
of goods by description it is an implied 
condition that the goods correspond 
with the description. So where X 
agreed to sell Y ‘‘Common English 
sainfoin’’ and delivered giant sainfoin, 


(3) 
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which was a different seed, there was a 
breach of this implied condition. 
Where there is a sale by sample, it is 
implied that— 
(a) the bulk shall correspond with the 
sample ; 
the buyer shall have a reasonable 
opportunity of comparing the 
bulk with the sample ; and 
the goods shall be free from any 
defect rendering them unmer- 
chantable which would not be ap- 
parent on reasonable examination 
of the sample. 
So in a sale by sample of certain cloth 
the cloth was equal to the sample, but 
a defect, which was not apparent on 
reasonable examination of the sample, 
existed in the thread, which became 
apparent on ordinary wear, and the 
goods were held therefore to be un- 
merchantable. 
Where there is a sale by sample and 
description, it is an implied condition 
that the goods correspond both with 
the sample and the description. So 
where oil sold as ‘‘foreign refined rape 
oil, warranted only equal to sample,”’ 
was delivered equal to sample, but was 
not ‘‘foreign refined rape oil,’’ there 
was a breach of this implied condition, 
since it did not correspond with the 
description. 
Where goods are sold by description 
by a seller who deals in such goods, it 
is an implied condition that the goods 
are of a merchantable quality. If A 
habitually sells wines, and B asks him 
for a bottle of ‘‘X’s ginger wine,’’ and 
the bottle breaks while B is opening it, 
there is a breach of this implied con- 
dition, as the bottle is unmerchantable. 
‘*Merchantable quality’’ means that 
the goods are of some use for the pur- 
pose for which such are 
ordinarily used. But if the buyer has 
examined the goods there is no implied 
condition as regards defects which the 
examination ought to have revealed. 
Where the buyer, expressly or by in- 
plication, makes known to the seller 
the particular purpose for which the 
goods are required, so as to show that 
he relies on the seller’s skill or judg- 
ment, and the goods are of a descrip- 
tion which it is in the course of the 


goods 
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seller’s business to supply, it is an im- 
plied condition that the goods are rea- 
sonably fit for such purpose. If X is a 
shoe retailer, and Y asks him to supply 
a ‘‘good stout pair of walking shoes,’’ 
it is clear from this description 
the purpose for which the shoes are 
required, and it is clear that Y is rely- 
ing on X’s skill and judgment. If, on 
first wearing the shoes, the heel comes 
off one and Y suffers injury as a re- 
sult, he may sue X for damages for 
breach of this implied condition. 

4. Set out and briefly explain four (4) remedies 
open to a mortgagor on default by the mort- 
gagee. 

(1) As this question reads—the rights of a 
mortgagor against mortgagee on de- 
fault by the latter—it seems to contain 
a typing or printing error. A mort- 
gagee might default, e.g. in wrongly 
seeking to enter into possession or to 
foreclose, ete., in which event the mort- 
gagor would seek an injunction to re- 
strain him from doing so. 

It is thought that the question might 

relate to four rights of a mortgagee 

in the event of default by the mort- 
gagor, in which event it may be 
answered thus: 

(a) Enter into possession. Here the 
mortgagee takes possession of the 
mortgaged property and may ap- 
ply the rents and profits there- 
from in settlement of his claim. 
Sale—The mortgagee may sell the 
property, and satisfy his claim 
out of the proceeds. This sale 
should be in good faith, and nor- 
mally by public auction. 
Foreclosure. This order, if 
granted, will extinguish the right 
of the mortgagor completely—in- 
cluding his equity of redemption 
—and will have the effect of vest- 
ing the property in the mortgagee 
as full owner. 

Appointment of Receiver. This is 

rather similar to (a) above, the 

Receiver acting on behalf of the 

mortgagee. 

(Note: In eases like this, where candi- 
dates may think questions ambiguous, it is 
Suggested that they indicate in their an- 
swer the interpretation they place on the 
question, dnd the reasons therefor. If time 
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permits, it might be desirable to answer the 

question in the light of each possible mean- 

ing. ) 

5. A was employed, as agent for P, to collect 
certain debts due to P from various persons. 
These debts were collected by instalments each 
week. P later revoked A’s authority, but did not 
inform the persons from whom A had been in 
the habit of collecting the debts. Shortly after 
the revocation of his authority, A, purporting to 
act as agent for P, collected a further instalment 
of a debt due to P from T, and converted the 
sum to his own use. Discuss fully the position of 
A the agent, P the principal, and T the third 
party. 

The principles involved here are these— 

A principal, in terminating his agent’s 
authority, should give notice of the fact 
to all persons with whom the agent has 
been accustomed to deal. If he fails to do 
this he may find himself estopped from 
denying that the agent’s authority still 
continues. Applying these principles, the 
question should be answered: 

(a) The payment to the agent by T must 
be regarded as payment to P, the 
principal, who has no further rights 
against T for that amount. (The 
wording of the question suggests that 
T is unaware of the revocation of A’s 
authority. ) 

The agent, A, has converted to his 
own use moneys belonging to P and 
is liable to P accordingly. . 

S wrote to A offering to sell him certain 
goods for £500. A replied by letter, say- 
ing “I will buy the goods for £450.” 
T wrote to B offering to sell him certain 
goods for £600. B replied by letter, say- 
ing “I am prepared to buy the goods at 
the figure quoted provided a formal con- 
tract is first drawn up and approved by 
my solicitor.” 

V wrote to C offering to sell him certain 

goods for £700. C replied by letter, say- 

ing: “I will buy the goods at that figure. 

I would be glad, however, if you would 

arrange to deliver them to me in four 

equal instalments spread over the next 
four months.” 

In each acceptance of the 

sufficient to constitute a binding contract? 

full reasons. 

The principle involved is the rule that 
acceptance of an offer must be an uncon- 
ditional and unqualified assent to all the 
terms of the offer, given strictly in ac- 
cordance with the manner (if any) pre- 
scribed by the offeror. Applying this: 

(i) No. This amounts to a counter-offer 
and §8’s offer to sell at £500 therefore 
automatically lapses. 


6. (i 


offer 
Give 


case, is the 
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(ii) No. In this case, B is giving a con- 
ditional acceptance, and this has the 
same effect as a counter-offer. It 
would not be out of place to men- 
tion here that where agreements are 
made subject to a formal contract 
being prepared no liability arises 
until the formal contract is drawn 
up and executed. 

(iii) Yes: C has given an unconditional 
acceptance of V’s offer. The other 
statement in his letter, as to de- 
livery, is something which can be 
divorced from his acceptance and is 
a term which V, the vendor, may or 
may not agree to as he wishes. 

7. (a) Define the term ‘‘Common Carrier.’’ 


(b) Enumerate four (4) duties and three 
(3) rights of a common carrier. 


(a) Definition. 
A common earrier is one whose busi- 
ness it is and who hold himself out as 
willing to carry goods from place to 
place for any one who thinks fit to 


employ him, provided the goods are 


properly packed and of the nature 
which he professes to be willing to 
earry, there is space for them on his 
vehicle, and their destination lies 
within his usual route or radius. 
(b) Duties. 
(i) To carry for any person who offers 
to pay him the usual charge. 
To deliver the goods without any 
unreasonable delay. 
To deliver them to the consignee 
according to the instructions of 
the consignor. 
To earry the goods by the usual 
route and not to deviate unneces- 
sarily. 
Rights. 
(i) Right of lien over the goods for his 
charges. 
Right to be paid his charges in 
advance. 
Right to refus® to carry goods if, 
for example, his vehicles are full, 
or the goods are insufficiently 
packed, or their destination is out- 
side his usual route or radius, or 
they are not of the type he holds 
himself out as prepared to carry. 
8. Define and describe the nature and usual 
purpose of a conditional bill of sale. 


(ii) 


(iii) 


(iv) 


(ii) 


(ili) 
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A conditional bill of sale is a document 
whereby title to personal chattels is as- 
signed by one person—the grantor—to an- 
other—the grantee—conditionally, by way 
of mortgage. More briefly, it is a mortgage 
of personal chattels given to secure a loan 
of money from grantee to grantor, or to 
secure a debt already owing from grantor 
to grantee. Suppose A wants to raise a 
loan from B with his furniture as security. 
A eould execute a Bill of Sale in favour of 
B whereby title to A’s furniture is assigned 
to B, but A is entitled to remain in posses- 
sion of it. On the. repayment of the loan, 
title reverts to A (the grantor), but if A 
makes default, B (the grantee) is entitled 
(normally) to seize and take possession of 
the goods and sell them to satisfy his claim. 
(Any surplus after paying the debt and 
expenses of sale belongs to the grantor 

Such documents have several advantages. 
From the grantee’s viewpoint, he has re- 
eeived security for the loan or debt, while 
the grantor is advantaged in that he still 
retains the use and possession of the woods. 
This fact could well enable him to create a 
false appearance of prosperity, and so ob- 
tain false credit, and the scheme of the 
Bills of Sale legislation in each State is 
aimed, by requiring Bills of Sale to be 
registered and (in most making 
them ineffective unless registered, at giving 
a degree of regularity and publicity to such 
dealings. 


cases ) 


9. Enumerate five (5) circumstances in which 
a contract may be discharged by impossibility 
of performance. 

(This question merely for an 
enumeration of 5 instances of discharge by 
impossibility, and it is accordingly un- 
necessary to give any detailed explanation 
in the answer.) 

(a) If a subsequent change of law makes 
performance illegal. 

In the ease of contracts of personal 
services, by death or serious illness of 
the party obliged to perform such 
services. . 

If the contract depends on the con- 
tinued existence of material 
thing and such thing ceases to exist. 
Supervening frustration of the adven- 
ture, such as the outbreak of war. 

If the performance constitutes an 
utter impossibility, such as a promise 
to walk to the moon. ‘ 


ealls 


(b) 


some 
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The Perfect Squelch (2) 

Among the many letters from Sir 
Richard Steele to his wife, his “dear 
Prue,” his “Ruler” and “absolute Gover- 
nesse” to be found in the British Museum 
(Add. Mss. 5, 145, A, B, and C) is one 
which contains the following: “I love you 
better than the light 6f my Eyes, or the 
life-blood in my Heart but when I have 
let you know that, you are also to under- 
stand that neither my sight shall be so 
far inchanted, or my affection so much 
master of me as to make me forgett our 
common Interests. To attend my busi- 
ness as I ought and improve my fortune 
it is necessary that my time and my Will 
should be under no direction but my 
own.” As Mr. Austin Dobson comments: 


“Clearly his bosom’s queen had been en- 
quiring too closely into Steele’s goings 
and comings.” 


A and An 

A reader has asked if the expression ‘‘a 
university’’ is correct. If so, why do we 
say ‘‘an understatement’’? It is a general 
rule of grammar that the article ‘‘a’’ pre- 
cedes a word beginning with a consonant, 
and that ‘‘an’’ precedes a word beginning 
with a vowel. In the example quoted by 
the reader, ‘‘a’’ is correct for the simple 
reason that ‘‘u’’ in ‘‘university’’ is not a 
vowel; it is a diphthong made up of ‘‘ee’’ 
and ‘‘oo.’’ On the other hand, the ‘‘u’’ in 
“‘understatement’’ is a vowel. 

The above answer does not, however, dis- 
pose of the matter. We say, ‘‘an ideal’’; 
yet ‘‘i’’ is also a diphthong made of ‘‘ah’’ 
and ‘‘ee.’’ Again, ‘‘an hotel’’ is often 
used, yet ‘‘a hospital’’ is the usual form. 
This is not explained away by the conten- 
tion that the ‘‘h’’ in ‘‘hotel’’ is mute; 
some people breathe on both words. 

The alternative article ‘‘an’’ has been 
adopted for the purpose of making the 
spoken language more euphonious. Where 
it fails in that purpose, it should be 
Scrapped. Let, therefore, euphony be the 


test, rather than a slavish adherence to 
the rule. Moreover, I see no reason why 
the written word should not follow the 
spoken one. It usually does today, but this 
was not always so. In eighteenth century 
works it was the universal rule to write 
‘fan university’’; ‘‘an useful thing.’’ It 
is almost as irritating to the eye as the old- 
fashioned ‘‘s.’’ 


Mary Expected Marriage 

A friend and I have been exchanging 
correspondence concerning the word ‘‘an- 
ticipated’’ and in particular its meaning in 
relation to ‘‘losses.’’ We are on common 
ground in believing that ‘‘anticipated’’ 
should not be regarded as a synonym for 
‘‘expected.’’ There are, of course, no real 
synonyms; in every instance there is some 
difference in meaning between two words, 
however slight. But in the present case, is 
there a substantial difference between the 
two words? 

Uninstructed by my friend, I should 
have thought that in most instances ‘‘an- 
ticipated’’ is wrongly used for ‘‘expected.’’ 
For example, where trading stock is 
brought to account at market selling value 
(such value being:less than cost price on 
balance day), the owner of the business is, 
in effect, making a provision in anticipa- 
tion of an expected loss. 

My friend has, however, demonstrated 
that in relation to accounting ‘‘loss’’ there 
is a real difference in meaning between 
‘‘anticipated’’ and ‘‘expected.’’ If mar- 
ket selling value of stock at balance day is 
less than eost (in the sense of money out- 
lay) no actual loss has yet been suffered, 
but the owner of the business ‘‘expects’’ 
that loss will occur when the goods are 
sold. He therefore ‘‘anticipates’’ that ac- 
tual loss by bringing in the trading stock 
at market selling value. There is thus an 
‘‘anticipation’’ of an ‘‘expected’’ loss. 

A loss may be expected without being 
anticipated, or anticipated without being 


expected, though anticipation may ,be 
. 
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based upon, or justified by, expectation. In 
short, expectation is a state of mind: an- 
ticipation is an action which may, or may 
not, be induced by expectation. Modern 


accounting theory approves anticipation of 
loss based upon objectively verifiable ex- 
pectation of loss: it frowns upon anticipa- 
tion of loss which cannot be so justified, in 
other words, on secret reserves created by 
manipulation of stock ‘‘values.’’ 


Who is the Greatest Man? 


From Voltaire’s ‘‘ Lettres sur les Anglais.’’ 

‘*Not long ago a distinguished company 
were discussing the trite and frivolous 
question, who was the greatest man, Cesar, 
Alexander, Temerlane, or Cromwell? Some- 
one answered it was undoubtedly Isaac 
Newton. This person was right: for if true 
greatness consists in having received from 
heaven a powerful understanding, and in 
using it to enlighten oneself and all others, 
then such a one as Newton, who is hardly 
to be met with once in ten centuries, is in 
truth the great man. It is to him who 
masters our minds by force of truth, not 
to those who enslave men by violence; it is 
to him who understands the universe, not 
to those who disfigure it, that we owe our 
reverence.’’ 


Eve and the Tulip Tree 


During June of 1948 I spent a pleasant 
week-end with a friend who lives a few 
miles out of Chichester in Sussex. His 
home, built in the year of Waterloo, has a 
still older exterior appearance; its roof is 
thatched, its walls are of flint. Inside, it 
has every possible modern comfort. How- 
ever, the house has one drawback. The 
first owner was short in limb, with the 
result that all the doors are six feet high. 
My own height exceeds that by two inches. 
These two inches made all the difference. 
I carried back to London with me seven 
well formed scabs on the top of my bald 
head. 

During the visit my host and hostess pre- 
sented me to Mrs. Bell, the wife of the 
Bishop of Chichester. One of the many 
delights of the visit was the Bishop’s 
spacious and lovely garden. In that garden 


February, 19. 


grows a tulip tree, which was then in full” 
bloom. The tree had been planted twenty- 7 
five years before and this was its first 
flowering. 

On: returning to London I spoke of the 
tree to another friend who occupies cham- 
bers in Lincoln’s Inn. He took me to the 
nearby Fields where grows another tulip 
tree which till then had not flowered, al- 
though it had been growing there for some 
seventy or eighty years. This year (1949) 
the tree in Lincoln’s Inn Fields has also 
bloomed and has caused a minor sensation 
in London, even evoking a picture and 
some correspondence in the Times. 

The tulip tree tame to England from 
North America. This magnoliaceous tree 
is one of the most beautiful ornaments of 
pleasure grounds, but in England I be- 
lieve it grows and flowers well only in the 
south. The flowers are solitary at the ex- 
tremities of the branchlets; they closely 
resemble tulips in size and appearance; 
the colour of the flowers is a lovely green 
and, blending as they do with the leaves, 
they are not easy to see from the ground. 

Even more important than its beautiful 
flower is the leaf of the tulip tree. Its 
shape (which I have drawn from a leaf 
plucked from the tree in Linecoln’s Inn 
Fields) is something like this: 


You will notice that it is truncated, just 
as if some careless hand had snatched off 
the end of the leaf. The story of this trun- 
cation goes back to the beginning of man- 
kind. As vou know, Adam and Eve were 
expelled from the Garden of Eden for 
eating apples. The last tree they saw on} 
leaving the Garden was the tulip tree. Our® 
mother Eve sadly plucked off the end of 
one of its leaves and kept the portion as a4 
token of her lost happiness. Since that 
fatal day, the leaves of the tulip tree have 
grown in this peculiar manner as a Te) 
minder to Eve’s children that you cannot 
keep the devil away by eating apples. 








